Duquesne University: 


Digitized by the Internet Archive 
in 2023 with funding from 
No Sponsor 


https://archive.org/details/frenchfranc19141 0000phdd 


Bureau or INTERNATIONAL RESEARCH 


, 
Harvarp UNIversITy AND Rapcurre CoLLEece 


THE FRENCH FRANC 
1914-1928 


THE MACMILLAN COMPANY 
NEW YORK + BOSTON + CHICAGO : DALLAS 
ATLANTA - SAN FRANCISCO 


MACMILLAN & CO., LimitED 
LONDON + BOMBAY + CALCUTTA 
MELBOURNE 


THE MACMILLAN COMPANY 
OF CANADA, LimitED 
TORONTO 


THE FRENCH FRANC 
1914-1928 


The Facts and Their Interpretation 


BY 
ELEANOR LANSING DULLES, Pu.D. 


BRYN MAWR COLLEGE 


sew Bork 
THE MACMILLAN COMPANY 
1929 


BaGAH 
paaWio Meee 


CoryricHt, 1929, 
By THE BUREAU OF INTERNATIONAL RESEARCH OF 
HARVARD UNIVERSITY AND RADCLIFFE COLLEGE. 


Set up and Printed. 
Published March, 1929. 


The Bureau of International Research has aided 
the author in carrying on research and in publish- 
ing the results. The Bureau assumes no responsi- 
bility for the statements or views expressed. 


All rights reserved, including the right of re- 
production in whole or in part in any form. 


Printed in the United States of America by 
J. J. LITTLE AND IVES COMPANY, NEW YORK 


To 
HED AND AMS D: 


AUG. 101955 


PREFACE 


The book aims, first, to present historically the facts con- 
cerning the fluctuation of the French frane between 1914 
and 1928 and attendant economic and psychological condi- 
tions, and second, to test prevailing monetary theories in 
the light of what actually occurred in France. The facts 
have been compiled in a comprehensive and impartial man- 
ner and primarily from original sources, in the hope that 
they may serve others also in formulating or testing eco- 
nomic principles, particularly those dealing with money. 

The research was begun in 1924 and continued through 
the four years of crises till after legal stabilization in 1928. 
The material was collected while there was still much se- 
crecy and ignorance. By compiling the material in “the 
present,” however, it has been possible to give due account 
to the psychological factors which, in the opinion of the 
author, have never been given their proper weight. 

It is important that the conflicts of opinion and policy of 
postwar years should be recorded. How will future govern- 
ments meet emergency demands for funds? How can de- 
preciation be checked? How can national credit be safe- 
guarded? The answers to these and to many such questions 
are to be found in a study of the unsuccessful and success- 
ful efforts in France. 

My debt of gratitude is very great. Professor Rist of the 
Faculté de Droit, vicegovernor of the Bank of France, has 
been an unfailing source of encouragement and sugges- 
tions. Professor Allyn A. Young has been both an inspira- 
tion and guide, giving most generously of his time. He 
has followed the work from the beginning reading the 


entire manuscript and criticizing from the wealth of his 
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knowledge and experience. Professor Schumpeter of the 
University of Bonn read considerable parts of the manu- 
script. Professor Taussig made some suggestions as to the 
treatment of an early portion of the book. My brother, John 
Foster Dulles, has made comments on those questions which 
approached the practical problems he has dealt with. To 
these and others who have been interested in these prob- 
lems I wish to express my very genuine appreciation. Many 
French officials, bankers and members of the United States 
diplomatic service have been most considerate in facilitat- 
ing the necessary research. The particular views here ex- 
pressed are, however, to be attributed to the author alone. 

The work would have been impossible without the finan- 
cial assistance of the Harvard and Radcliffe Bureau of 
International Research. I wish to thank them for giving 
me this responsibility and opportunity. 


ELEANOR LANSING DULLES. 
January 1, 1929. 
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INTRODUCTION 


Miss Dulles’s book has a twofold significance. In the first 
place it is a history. It gives an account of an important 
episode—or series of episodes—in the recent history of 
France. In the second place, it is an essay in monetary 
theory. It presents the results of an inquiry into the be- 
havior of prices, exchanges, production, and trade under a 
régime of inconvertible paper money. But the reader will 
find that Miss Dulles draws no sharp line between her 
account of the various specific factors which shaped the 
fortunes of the franc and her analysis of the quantitative 
relations between the variations of the currency and the 
fluctuations of other economic phenomena. This, I think, 
is one of the principal merits of her book. 

It is no longer profitable to inquire into the working of 
a depreciated currency with no other end in view than that 
of finding a fresh confirmation of established monetary 
principles. No intelligent person who has given any atten- 
tion to the matter any longer doubts that there is a fairly 
dependable relation between the amount of a country’s cur- 
rency and the purchasing power of a currency unit. An 
inquirer’s time and energy can be given more profitably to 
problems which as yet have not been so fully disposed of. 
Among these problems are such matters as the degree of 
rigidity or elasticity which may appear under particular 
conditions in the relation between the quantity of money 
and prices, the nature of the mechanism by means of which 
—again under particular conditions—that relationship is 
maintained or changed, the direction in which the control- 


ling forces run and the way in which they get their initial 
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impulse, the manner in which the whole interrelated system 
of prices is affected, and the resulting effects upon different 
forms of economic activity. It is to difficult questions such 
as these that Miss Dulles, so far as she deals with monetary 
theory, has addressed herself. When one pursues questions 
of this order at all closely one inevitably passes from the 
field in which general theorems, of the nature of economic 
“laws,” are applicable to a field in which the search must be 
for the particular explanations of particular happenings. 

Moreover, when a country’s money is depreciated and 
is fluctuating in value, and most of all when its future de- 
pends upon the needs of the government and the nature of 
the financial expedients to which the government resorts, 
the behavior of producers and consumers, traders and 
bankers, lenders and borrowers, in transactions which in- 
volve transfers of money, is affected. The ordinary practices 
which lie back of and which, in a sense, give meaning to 
theorems which express the necessary mathematical rela- 
tions between the quantity of money and the level of prices 
are not wholly to be relied upon. The theorems remain true, 
but when severed from their factual background they be- 
come mere truisms. There is the danger that if they are 
pressed into service in the study of the phenomena of de- 
preciated currencies they will carry their old associations 
with them and will suggest wrong inferences with respect 
to the nature of the forces at work and the order of causal 
sequences. The task which confronts the investigator, there- 
fore, is not that of putting the new body of experience into 
the old formulas, but involves a mixture of historical ap- 
praisal and economic analysis. There must be an account of 
what was done and, so far as possible, of why it was done, 
and there must also be an examination of the interrelations 
of the different things which were done and of their visible 
consequences. Such considerations both explain and justify 
the methods which Miss Dulles has used and the general 
course which her inquiries have taken. 
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The stress which Miss Dulles puts upon psychological 
attitudes, particularly as they manifest themselves in 
speculative operations, is, I believe, not disproportionate 
to their real importance. It will be understood, of course, 
that Miss Dulles has in mind something much more far- 
reaching than the technical processes of organized specula- 
tion or the transactions of professional speculators. Just as 
the housewife who buys sugar in advance of her needs 
because she thinks that if she waits she will have to pay a 
higher price is a speculator in sugar, so every person who 
spends or accumulates money or who borrows or lends with 
a view to securing gains or avoiding losses attaching to 
changes in its purchasing power is a speculator in money. 
The most striking instances of speculation in money occur 
when a sudden loss of confidence in the stability of its 
value, arising from the disclosure of a disappointing budg- 
etary situation or from other developments which are 
likely to affect the national finances adversely leads to a 
“flight” from a country’s money in the form of the pre- 
cipitate buying of foreign exchange. The return movement 
which sets in when stability appears to be in a fair way 
to be achieved or even when the financial prospect is in 
any considerable degree altered for the better is of course 
also speculative in character. In the early stages of cur- 
rency depreciation, when hope of a fairly early return to 
the former gold parity has not yet been abandoned, forces 
which again are properly to be called speculative, showing 
themselves in an increased demand for money for holding 
rather than for spending, sometimes help to bolster up its 
value. Monetary speculation appears in domestic markets— 
in the markets for commodities, for land, and for equities 
in industrial undertakings—as well as in the markets for 
funds payable in the moneys of other countries, For various 
reasons, however, these last markets are more quickly 
sensitive to shifts of speculative opinion. It is possible, of 
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course, to put all of these phenomena into the conventional 
formulas, and to dispose of them as changes in the demand 
for money or in the velocity of its circulation. But we get 
closer to the roots of the matter if we put our emphasis in 
the first place upon changes in the hopes and fears and in 
the calculations of those who use money rather than upon 
the formal consequences of such changes. 

One should beware of thinking that speculation in a 
depreciated money and speculation in a commodity must 
operate in much the same way and have much the same 
sorts of effects. It is not true, for example, that the effects 
of speculation in money are necessarily short-lived and that 
the ultimate determinants of its value remain unaffected. 
Under the conditions which usually attend the use of in- 
convertible paper money there are no fixed limits to the 
amount which can be supplied. A fall in its value, whether 
attributable to speculative operations or to any other cause, 
leads to a larger volume of expenditures and hence to a 
demand, on the part of the government as well as on the 
part of industrialists and traders, for larger supplies of 
money. Larger advances by the banks to industry and trade 
will be justified by the increase (in terms of money units) 
of their assets, of the volume of their transactions, and of 
their prospective profits. The amount of advances which 
will be made to the government will depend upon its needs, 
and what its needs are will depend in considerable part upon 
what its fiscal policy is. But they will always be increased 
by a fall in the value of the currency unit. There is no 
“limiting” or “ultimate” supply of inconvertible money 
apart from such restrictions as the government may choose 
to impose upon itself or upon the banks. Speculation in an 
inconvertible currency, therefore, by helping to bring about 
the result which it anticipates, may sometimes operate 
cumulatively in one direction, in a way for which specula- 
tion in wheat or cotton affords no parallel. 
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The results of two years of residence and study in France 
show themselves not only in Miss Dulles’s knowledge of 
details and in her command of sources of information but 
also in her interpretation of the character of the problem 
with which she deals. That problem, as she sees it, is not 
merely a matter of the changing quantitative relations of 
certain economic variables. It is first of all a problem of 
public policy, and it is a problem which is related to the 
interests of the country and of its people in many different 
ways. Impressions and appraisals, as well as economic in- 
ferences, have their place—and a proper place—in her book. 
It adds to the value of her work that she writes as a friendly 
and sympathetic historian. I wonder, however, whether she 
does not at some points go rather too far in her defense 
of the fiscal policies of the French government. The econo- 
mist, if he is to fulfil his own proper function, cannot de- 
liver himself over completely to historical determinism. 
It is not for him to say that conditions being what they 
were all doors were closed to any better solutions than 
were reached. I have no patience, I confess, with those 
who say that during the war and the years immediately fol- 
lowing it France, or any other country similarly cireum- 
stanced might have got along without inflation. Such a 
statement either is a pointless platitude or is nonsense. 
But there were times, I think, when French fiscal policy 
was not shaped entirely by the compulsion of circumstances, 
but was built partly upon illusions—as, for example, in 
respect of recoverable reparations or the possible return of 
the frane to the prewar gold parity—which were clung to 
even after they were known to be illusions. 

The stabilization of the franc might not have had to 
wait until 1928 if the problem had been attacked in the 
same way and with the same determination six years earlier. 
But these are matters of conjecture. What is certain is that 
the monetary experience of France since 1914 affords a 
particularly inviting opportunity for the study of the 
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behavior of an instrument which men have created for their 
own purposes, but which they have not yet fully learned 
how to control and to use. Miss Dulles has made good use 
of that opportunity. 


Autyn A. YounG. 


London School of Economics. 
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CHAPTER I 
THE SIGNIFICANCE OF DEPRECIATION 


Tue French franc lost eighty per cent of its value as a 
result of the World War. It fell from an exchange value of 
19.29 cents in 1914 to 3.90 cents in 1928, and its internal 
purchasing power fell to the same extent. Such depreciation, 
bound to have serious consequences in the financial, eco- 
nomic, and social life of any nation, has caused notable 
changes in France. In the first place, the temporary loss in 
financial prestige and power has been considerable. In the 
second place, production has come to be dominated more 
and more by large manufacturing units and corporate forms 
of enterprise.” The results of this change are likely to per- 
sist. In the third place, the shift of power from the middle 
classes to the industrial leaders and to those with more 
flexible incomes? appears to have changed the character of 
French life and ideals to a notable extent. Other results of 
depreciation might be mentioned, but these are perhaps the 
most striking. 

The harm which has been wrought in the way just indi- 
cated will become less serious as stable money values follow 

*See table of dollar rates for the franc, appendix. 

* Bulletin de la statistique générale de la France (April-June, 1927), p. 
277. Figures indicate changing size of industrial concerns. 

* Flexible incomes are those incomes which vary more or less directly 


with prices and other economic conditions. Fixed incomes are those depend- 
ent on long-time contract, such as salaries or interest on bonds, 
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the period of rapid change, and as various phases of eco- 
nomic life become adjusted to new conditions. On the other 
hand, all the changes in the economic and social aspects of 
life are not yet fully revealed, and may be cumulative. 

The balance sheet of the war cost will be made out in 
time, and the results of depreciation are bound to become 
evident. Its causes are somewhat more difficult to ascertain. 
At first glance the problem may seem simple; depreciation 
often follows war, and heavy government expenditures, 
debts, and inflation are all influences which undermine 
money value. But many countries fought in the World 
War, increased their debts, bought goods abroad, and in- 
flated their currencies. Some currencies regained par shortly 
after the peace was signed, some remained in a state of un- 
certainty and changing depreciation for years, and others 
fell rapidly towards zero. Why was France able to keep a 
middle course and yet not able to bring her currency back to 
par? There must have been special reasons which did not 
operate either in the case of England, on the one hand, or in 
that of Germany, on the other. 


RECONSTRUCTION THE CAUSE OF DEPRECIATION 


The special fact in the French case was the size and 
urgency of her reconstruction problem. This led to her policy 
on reparations, the growth of the internal debt, and most 
of the important events in her foreign and domestic his- 
tory after the war. 

It is true that, even apart from reconstruction expendi- 
tures, the French had large foreign debts, both public and 
private. It is probable, nevertheless, that France would 
have been able to bring the franc to par if her reconstruc- 
tion needs had been smaller. It is noteworthy that her 
private creditors did not show any pressing intention to 
collect their debts or refuse new loans until after the serious 
reparation muddle in 1922. Moreover, the largest govern- 
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ment creditor, the United States, did not insist on pay- 
ments at an early date and even when they asked in 1925 
for some settlement, such demands constituted only one 
of a number of adverse factors influencing the currency.* 
These debts, then, would not have borne heavily on the 
franc if the international situation had inspired confidence, 
or if the French budget had been lightened of the 100 bil- 
lion frances and more spent to repair damages.” 

It is true, of course, that other countries had heavy 
postwar burdens to bear. The internal debt of England, for 
instance, was nearly eight billion pounds, despite heavy 
taxation during the war. Nevertheless, the contrast between 
England and France is striking, for as soon as the war 
ended Great Britain could begin a policy of retrenchment.’ 
Total expenditures fell slightly in 1919 and declined 
notably, almost by one billion pounds, in 1920. In con- 
trast to this the French budget for 1920 was larger than 
that for either 1918 or 1919,* because of reconstruction. 
Although a part of the sum spent for this purpose was 
raised by internal loans, these in their turn increased the 
drain on future revenues as they added to the yearly debt 
service. The English budget deficits were done away with 
after the war, not so much because of the increase in taxa- 
tion, though that was considerable, as because of the cut 
in expenditures. The French budget deficits continued in 
spite of some increase in taxation because government ex- 
penses continued to grow. 

The precise amount spent on reconstruction is a matter 


See infra, Chapter V, pp. 181-183. 

?See infra, Chapter IV, p. 132. 

°U..S. Senate, Commission of Gold and Silver Inquiry Report, pursuant 
of resolution 469, 67th Congress, entitled Foreign Currency and Exchange 
Investigation, Serial 9, vol. i, by John Parke Young (Washington, 1925), 
(hereinafter cited as U. S. Senate Foreign Currency and Exchange Investi- 
gation. The second volume is cited only in the later chapters as specified), 
p. 469, table 29. 

*TIbid., p. 498. 
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of considerable dispute. In the first place, the technical 
question of what damages should be included under this 
heading is not easy to solve. For instance, the allowances 
for personal damages and pensions formed a considerable 
part of the French bili against Germany and these, for 
the most part, should not be considered as reconstruction 
charges. However, granted that every warring country 
suffered some of these losses, in the case of France a part 
was due primarily to invasion, and the material and bodily 
harm done to noncombatants was certainly a special bur- 
den. Then again, one must admit that a part of the money 
spent cannot be counted as an unavoidable burden on 
France, since there was a considerable amount of extrava- 
gance and waste. Nevertheless, even after all possible ac- 
count is taken of these complicating factors, the sums ex- 
pended by France were large. The government asserted 
that it had spent 129 billion franes up to 1924.2 At this 
date considerable work was still to be done, but the further 
repairs were less urgent and constituted a comparatively 
light budget charge. If the amount said. to have been spent 
is reduced by 30 billion francs to make a considerable al- 
lowance for sums which either should not have been in- 
cluded under this heading or were attributable to waste and 
graft, there still remains the very large expenditure of 
about 100 billion francs, or three times the former internal 
debt of France.’ 

If one takes into account the broader aspects of this situa- 
tion, it is obvious that the fact that France wished to col- 
lect reparation payment from Germany to meet an im- 
mediate need, and that she was the main creditor nation, 


*Bernard Baruch, The Making of the Reparations and Economic Sec- 
tions of the Treaty (New York, 1920), pp. 28-33. 

? Documents parlementaires, Chambre, annexe no. 587, 1924, p. 2109. 
See also infra, Chapter IV. 

*Henry Chéron, Rapport au Sénat, February 22, 1926, annexe no. 84, 
p. 277. The total government debt of France (internal) was 32,594 million 
francs on December 31, 1913. See also infra, Chapter VI. 
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placed her in a peculiar position.1 It was to her interest 
more than to that of any other country to see that Germany 
paid. It is possible that the complete default of Germany 
would have forced France to repudiate, in one form or an- 
other, her internal debt, and probably also her external 
debt. The result was an immediate and inevitable conflict 
of interest between France and England.? France needed 
money or goods to replace the destruction of her northern 
departments. England needed money but, even more than 
. increased revenue, she desired the reéstablishment of for- 
eign markets and the recovery of international trade on a 
normal basis. Moreover, her claim on Germany was less 
than half that of France, and her interest in collecting it 
was comparatively slight. Even though her exchequer 
would suffer through the failure of reparations, her com- 
merce was apt to benefit. France, however, had little to gain 
in the way of expanding her foreign commerce, and she had 
much to lose through national bankruptcy. The result was 
tension, misunderstanding, and divided interests. 

In regard to the relations of France with the United 
States, there might not have been so wide a cleavage if the 
United States had not determined to withdraw from Euro- 
pean controversies. If, for instance, the United States had 
allowed some connection between reparation payments 
and the debts of England and France, there would have 
been a common interest with France in a rapid solution of 
the reparation problem. It was considered likely for a time 
that the United States might advance money on easy terms 
to pay for reconstruction * and this would have mitigated 


*France is entitled under the Spa agreement, July 5, 1920, to fifty-two 
per cent of reparation payments; England, the second largest creditor, was 
to receive twenty-two per cent; Italy, the third, ten per cent; Belgium, the 
fourth, eight per cent. See Karl Bergmann, History of Reparations (Lon- 
don, 1927), p. 48. 

® Alpha [George P. Auld], Foreign Affairs, vol. ii. no. 1 (September 15, 
1923), pp. 82, 83. 

*See infra, this chapter. 
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somewhat the desire of France to collect from Germany. 
However, this second alternative was, like the first, incon- 
sistent with the policy of the government at Washington. 
The United States withdrew from the field when the war 
was over and appeared only occasionally in later councils 
_ as a creditor or mediator. 

It is neither wise nor necessary to judge between nations 
as to their reparation policies. The situations of the coun- 
tries involved differed very widely. Under the most favor- 
able conditions, it is hard to see how there could have been 
complete harmony and understanding. The evident fact 
is that France paid her reconstruction bills herself for the 
first years after the war and that the motive for collecting 
from Germany increased in intensity as the internal debt 
grew larger. Moreover, as this insistence became stronger, 
her political isolation increased.‘ Speculators became pessi- 
mistic because France was playing a lone hand and because, 
in case of failure, the budget problem seemed insoluble. 
Thus, the inability of the government to get money from 
Germany or loans from the United States led directly 
through speculation and indirectly through inflation to the 
extreme depreciation of the franc. 

Such comparisons of the various countries at the close 
of the war are difficult, but it seems clear that the needs 
of France were the most urgent, excepting, perhaps, those 
of Germany. It should be remembered that reconstruction 
began before the war was over. Many peasants were back 
in their trench-scarred villages before the armistice was 
actually signed. The government was faced with the neces- 
sity of getting food supplies to the north or allowing whole 
communities to suffer disease and starvation during the 
winter months. There was some attempt to delay the re- 
turn of the peasants to the most badly devastated areas, 

*Karl Bergmann, op. cit., p. 168. In speaking of conditions in 1923, he 


speaks of “the deep-seated facet among the Allies, and especially percen 
France and Britain.” 
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but this was of little avail. For the good of the country as a 
whole, the resettlement of the industrial regions and the re- 
building of the factories and railroads were most urgent. 
These huge tasks demanded money at a time when budget 
deficits were already very large. The only possible solution 
seemed to be to advance money and then to see if the de- 
feated nation could meet the bill. It is true that Germany 
was temporarily faced with famine in 1919 and that the 
allies had to take steps to alleviate the immediate need. 
This German situation, however, did not call for such large 
capital expenditures as those needed in France; the German 
railroads were still in existence, the factories were standing. 

Then again, it might be thought by some that. Belgium | 
and Italy were in the same position as France. They were 
faced with the problem of reconstruction, it is true, but 
their losses had not been on so large a scale. This fact is in- 
dicated by the larger percentage of reparations allotted to 
France; her part was more than five times the shares to go 
to Belgium and to Italy. Belgium, moreover, may have 
profited to a slight extent by the German occupation; a 
great deal of money had been spent in her cities, and some 
capital equipment had been put at her disposal. It is true 
that portions of the battlefields in Belgium could probably 
never be cultivated again, but her industrial and commer- 
cial losses were much less than those of France. 

The situation of France, then, as regards reparations, was 
exceptional. In judging the bearing of this fact on the franc, 
one should remember that the problem of depreciation is a 
quantitative one. It is important to make a careful study 
of the size of debts and budgets and the actual sums of 
money needed to balance an unfavorable commodity trade. 
It is necessary, besides, to survey briefly the situation of 
France at the close of the war in order to understand the 
cause of subsequent depreciation. It should be recalled, 
for example, that the franc was not far from its normal gold 
value, at the close of the war. It had been kept at a high 
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percentage of its prewar value both by pegging operations 
and also by the general expectation that the currency 
would eventually be able to return to its former value; thus 
the supporting influences were both material and psycho- 
logical. 

The question naturally arises in this connection as to 
whether it might have been possible for the franc to return 
to par. There are some who say that complete restoration 
might have been possible if the radicals had not gained con- 
trol in 1924. Others say it would have been possible if the 
conservatives had understood the fundamentals of repara- 
tions. This is, to a considerable extent, political propa- 
ganda. In any case, the answer to the question must be 
sought in the reconstruction-reparation problem. A study 
of the factors influencing the franc makes it apparent that 
if this problem could have been solved to the satisfaction 
of the French, the franc might conceivably have returned 
to par. The study of the history of the depreciation of the 
franc and the part played by speculation should make this 
possibility clear.t 


THE Hopes oF FRANCE DISAPPOINTED 


At the close of the war, the most immediate influence 
working against the franc was the unfavorable balance of 
trade. The second in direct relation was the internal debt, 
which bore with it the threat of inflation or repudiation, 
and, therefore, of depreciation on both the commodity and 
the foreign exchange markets. As matters stood in 1919, the 
French seemed to be faced with a difficult but not impos- 
sible task. The unfavorable commercial balance might to a 
certain extent have been offset by additional outside loans 
until French industry and exports could again become 
normal. This would have meant the continued extension of 
credit to France for a period of three or four years and, in 

*See infra, Chapters IV-VI. 
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view of the addition of territories and resources through the 
peace treaty, it is reasonable to suppose that such credits 
could have been obtained. Of course, the increase in the 
internal debt of France was a serious matter; it had risen 
from 321% billion frances to 140 billion francs at the end 
of 1918.1 This would under any conditions have con- 
stituted a heavy burden, but not an impossible one. A 
glance at budget receipts for the following years indicates 
that revenues would have met the service of the debt if the 
debt had remained at the 1918 level. Thus it was the two- 
fold strain of interest and capital expenditures which made 
necessary the inflation of later years. The internal debt 
practically doubled during the eight years following the 
armistice. 

France, in 1919, anticipated a far different development 
of economic affairs from that which took place. In the first 
place, the French expected, or at any rate they hoped, that 
the United States would advance money to finance recon- 
struction.? Such expectations were based more on vague 
prophecies by unofficial Americans in France than they 
were on official statements. It is not always realized that 
some of the statements of foreign residents were responsible 
for serious misunderstandings. Nevertheless, in view of the 
resources in America and the evident need of France, it is 
not surprising that these ideas were generally accepted. It 
was not until the presidential message of December, 1919 
stated that Europe must look out for her own needs, that 
these hopes were abandoned.* In the second place, the 
French confidently expected that every cent that went to 
pay for rebuilding the North would come eventually from 
Germany. And in addition to this, they hoped that some 
of the other war expenditures, which had led to the in- 


*See enfra, Chapter VI. The debt situation for the end of each year from 
1914-27 is here given. ; 

*Le Pour et le contre (Paris, December 1, 1919). 

*See infra, Chapter IV. 
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crease in the debts, would be covered by reparation pay- 
ments. 

According to such an optimistic view of the future, the 
obligations of the French government, as well as the budget 
expenditures, would have decreased very soon after the 
war. Granted such an improvement in public finance, a 
certain amount of deflation of both currency and the credit 
seemed possible. Although it was conceivable that foreign 
private creditors would press their claims before the receipts 
from Germany had become large, such difficulties were not 
expected. Moreover, it seemed likely that floating credits 
of a commercial origin could be refunded into long-time 
obligations and that the indebtedness of France could 
gradually be wiped out by payments from Germany and 
by increase in export trade. 

Shortly after the armistice the complexities of the prob- 
lem began to be seen.1 The United States did not come 
forward with offers of reconstruction help, and England 
and France had serious differences in regard to the peace 
treaty and reparations. Furthermore, the troubles in Ger- 
many made it apparent that she could not pay the repara- 
tion bill at once. These political events so absorbed the 
ablest statesmen that the first decline of the franc, un- 
pegged in 1919, passed almost unnoticed. The sudden drop, 
due in the first instance to the technical situation of the 
foreign exchange markets, was accentuated as the general 
position of France appeared in a more unfavorable light. 
The increased insistence on reparations, which became more 
and more important in French internal politics, led to ever- 
growing friction without. France went on spending money 
on reconstruction with a growing debt and a diminishing 
prospect of financial recovery, and the turn of speculation 
against France was the direct result. 

It was natural that, as the size of budget expenditures 


*See infra, Chapter IV. The sequence of events after the war is discussed 
in more detail in that chapter. 
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and loans for reconstruction purposes increased, there were 
heated political struggles over questions which should have 
been settled mainly by impartial technical experts. The 
party or group in power, the Bloc national, bidding for 
popular favor, promised that the cost would be met by 
Germany, just as Lloyd George had previously sworn to 
hang the Kaiser. As the difficulties became more evident, 
efforts to overcome them became all the more desperate. 
Meanwhile, relations between England and France were 
strained to the danger point on several occasions, and vari- 
ous unsound financial measures were used to postpone the 
bitter disillusionment of the French electors. The compli- 
cations thus introduced into the external and internal poli- 
tical situations cannot be measured and appraised in the 
same manner in which one can measure the volume of trade 
or the level of prices. They were, none the less, the most im- 
portant result of the reconstruction tangle, and a prime 
cause of the depreciation of the franc. 

The difficulties in French foreign relations have been 
more widely understood than have the internal struggles. 
This is natural, because it has not been generally known 
to what an extent French political life is inherently un- 
stable.1 Ministries have been short-lived and majorities 
have rested on uncertain compromises between small and 
shifting groups ever since the constitution of 1875. There 


1A. L. Lowell, Greater European Governments (Cambridge, Mass., 
1918), p. 182. “Now the fact that the fall of a cabinet does not involve a 
change of party has two important effects: by removing the fear that a 
hostile opposition will come to power, it destroys the chief motive for dis- 
cipline among the majority; and by making the Chamber feel that a change 
of ministers is not a matter of vital consequence, it encourages them to put 
them out with rash indifference ... during the last forty years between 
1875 and 1914 there were fifty of them, so that the average duration of the 
French cabinet has been a little less than ten months. ... (pp. 175, 176) 
A cabinet which in the morning sees no danger ahead, and enjoys the con- 
fidence of the Chamber and the nation, may be upset before nightfall by a 
vote provoked in a moment of excitement on a matter of secondary impor- 
tance.” 
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have been, in recent years, eleven distinct political parties, 
which unite in varying combinations to form shifting ma- 
jorities in the Chamber of Deputies. Instability was the 
result, in part, of the method of electing representatives, 
which was based on a form of proportional representation, 
and, in part, on the frequency with which the adverse result 
of a vote of confidence on minor issues precipitated the 
fall of ministries. 

Such a changing system makes it difficult at any time to 
institute a vigorous policy of taxation or to. carry out any 
thorough measure of financial reform. When one adds 
to these uncertain elements in French political life the 
state of mind in Europe at the close of the war and the gen- 
eral misunderstanding of Germany’s power to pay, it is 
evident that only an unusually wise and powerful ministry 
could have imposed heavy taxes in France. It is probable 
that no ministry could have survived such an unpopular 
program and that if there had been several successive poli- 
tical reversals revolutionary movements might have gained 
ground in France. 

Attempts to conjecture the result of a different policy 
are of little use. It is important, however, to indicate some 
of the less evident lines of causality between the recon- 
struction burden, political programs, and the financial pol- 
icy. It is generally admitted that the basis of French mone- 
tary difficulties was to a considerable extent political. These 
difficulties should be considered not only from the more 
coldly detached point of view which now prevails, but also 
with due allowance for the passions and confusions which 
dominated public opinion in most countries immediately 
after the war. 

The financial policy which the French actually adopted 
in 1919 made the subsequent monetary difficulties un- 
avoidable. First it should be noted that from the outset 
mistaken emphasis focused attention exclusively on the 
amount of reparations at a time when one of the critical 
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questions for the French was the financing of foreign pur- 
chases and the refunding of foreign credits. With such 
credits France might have been successful with pegging 
operations through 1919. It is true that the help of the 
English treasury was withdrawn, but French credit might 
have been good for private loans in various other financial 
centers if the government had given its support to traders. 
If so, the French would have saved in the cost of goods pur- 
chased something toward the cost of interest on the new 
debts. 

Then, in the second place, there was no clear understand- 
ing of the monetary changes even when depreciation had 
gained considerable headway. Few people had anticipated 
the rapid fall in the value of the franc and there was little 
agitation to prevent the continued decline. This was partly 
because there were no recent French precedents for this 
widespread inflation which could be used as a basis for 
policy and prophecy. There was no clear body of monetary 
theory to guide financiers and there was, on the contrary, 
a tone of optimism not justified by the facts. The wide- 
spread purchase of francs and marks in the postwar period 
by people unaccustomed to speculation is evidence of this 
blind optimism, when the actual value of the mark and the 
franc might well have incited caution in a money-wise pub- 
lic. The france lost half its value in 1919, the dollar cost 
doubled. 


19019. Jane: Wake casutteens 5.45 francs per dollar 
Apr. Le eee i 6 “ “ 
Dees 31i.e nena er 11 00s SS aera 


Since there had been in the previous hundred years no 
comparable change in European money, new explanations 
of causes and relationships have to be found. 

The French policy seemed to be one of “watchful wait- 
ing,” when vigorous action was needed. The clearest evi- 


*See appendix for daily dollar rates in Paris, from 1919-27. 
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dence of this is found in the very large increase in the in- 
ternal debt. Figures for this period are as follows: 1 


Deco le Ol Sita d wm ee 140,794 million francs 
UDO) rah ee deets oe 3. 18L,872, 1“ is 
LODO eter neni 215,192 os be 


The addition of 75 billion francs in two years to the inter- 
nal debt shows a total lack of an adequate policy to face 
reconstruction. The cause of serious difficulties lay not 
merely in the size of the debt, but also in the bad arrange- 
ment of repayments and the large percentage of short-time 
obligations. The maturity dates on loans floated during 
and after the war were not scattered over the postwar years 
in an even way; for instance, in 1925, the indebtedness to 
be paid off was approximately 22 billion francs, a sum 
which could not be met from normal resources. 

As the obligations of the government increased in this 
manner, and its control over the financial situation dimin- 
ished, the way was opened for speculation, which was to 
continue the depreciation begun in 1919. The first collapse, 
due to the technical situation of the exchange markets,” 
was followed by a growing distrust of the French currency. 
This speculative influence must be distinguished from the 
concentrated speculative drives which were later to domi- 
nate, for short periods, the movement of foreign capital and 
dictate the values of European currencies. These more im- 
pelling forces were not active in France until late 1922, 
and were not generally recognized until the deliberate bear 
movement against the franc threatened it with complete 
collapse in 1924.4 The force of speculation was to be the 
dominant one, once depreciation had become severe. It is 
well before considering this powerful influence, to discuss 
the more concrete elements which are usually given as the 
determinants of monetary value. 

*See infra, Chapter VI, for complete debt statement. 


*See infra, Chapter IV. *See infra, Chapter V. 
“See infra, Chapter V. 
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The main economic factors which influence the value of 
a monetary unit are the basis for three related bodies of 
theory; these are, first, the quantity of money in circula- 
tion; second, the relative purchasing powers of various 
monetary units; and third, the movements of commerce 
and credit between countries. These three groups are closely 
interrelated but they are given different importance in dif- 
ferent monetary theories. They are called quantitative fac- 
tors, by Professor Aftalion; 1 the qualitative factors, on the 
other hand, are the psychological influences. We shall con- 
sider, in turn, the quantity theory, the purchasing power 
parities doctrine, and the balance of trade theory. The 
failure of these theories to explain the French case of de- 
preciation during this short and troubled period could not 
have been anticipated before the fact. It is not so much 
the validity of the general contentions which has been 
called to question as it is their applicability to particular 
situations. The two main tests for any economic theory 
are, first, usefulness as a basis for prophecy—and in this 
respect all three theories are woefully inadequate—and sec- 
ond, as a basis for constructive policy—and here they prove 
positively misleading in certain instances. The reason for 
this inapplicability must be sought not in the logical inac- 
curacy of the doctrines but in the extensive qualifications 
which are necessary to make them applicable to severe de- 
preciation. 


Quantity THEoRY Dors Not Expiatn DEpreciaATION 
OF FRANC 


Let us consider first the quantity theory. In its simplest 
form it states a general truth as to the direct relation of 
the price level to the means of payment,? and changes in 


* Albert Aftalion, Monnaie, prix et change (Paris, 1927), p. 208. 

*See any standard economic text for an explanation of the quantity 
theory. J. M. Keynes gives an interesting discussion of recent modifications 
in his Monetary Reform (New York, 1924), pp. 81-95. 


THE SIGNIFICANCE OF DEPRECIATION 17 


the level of prices over long periods have been in accordance 
with this theory, prices rising as money has increased. The 
emphasis of the theory was placed, at the beginning, on 
the amount of metallic money, then on credit as of equal 
or nearly equal importance as money, and later on the in- 
fluence of the velocity of the turnover of the means of pay- 
ment. These amplifications of the quantity theory came 
as the result of the natural desire to make it fit the com- 
_ plex business world of today. In adding the various compli- 
cating elements, however, the theory was pressed beyond 
its original claim. It was used as an explanation for things 
which it could not rightly explain, that is, as the sole or 
main explanation of price changes. 

Definite expression of this change in the development 
of the quantity theory is found in the changing forms of 
the equation of exchange and other formulations. In its 
first form it was simply stated as: 


M (money) = P (prices) * T (goods exchanged) 


It was then elaborated to such forms as Fisher’s: 1 
MV + M’V’ = PT 


in which M’ stands for credit and V and V’ for the velocity 
of circulation of money and credit, and which is intended 
to express more accurately and completely the quantity 
theory relationship; but in increasing its scope, the theory 
loses significance. Let us consider this in the light of the 
French case. The amount of money and credit increased 
enormously during and after the war. At certain periods, 
notably during the war, the price level rose in direct propor- 
tion to these increases; but at other times, such as in 1921, 
the price level was considerably higher or notably lower than 


*It is not necessary to discuss other formulations such as those of 
Keynes, Hawtrey, Marshall and others, since the point here raised is not as 
to the validity of such theories but the usefulness of applying a simple 
quantity theory to the French case. 
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the money and credit situation would have justified. This 
can be seen by a comparison of the curves on Chart No. I. 
This difference is accounted for, according to the theory, 
by changes in the velocity of circulation of money and 
credit, and if the formula holds good the velocity of circula- 
tion in France must have changed just enough to explain 
this discrepancy. 

The net result of this reasoning is that we can assume 
that prices in France varied with money when the velocity 
of circulation remained constant. Since, however, the ve- 
locity of circulation changed very markedly and in an un- 
predictable way in cases of severe depreciation, one could 
not anticipate the future value of money from the amount 
in circulation, nor control its value by controlling the 
amount of money or credit. In other words, the quantity 
theory so modified fails in our case to meet either of the 
two tests of a valid theory. Although it was interesting to 
study the changing relationships of M, M’, and V in France, 
it could be done with profit only after the event. Probably 
the most striking examples of the divergence of the price 
level and exchanges from the values dictated by currency 
and credit occur in 1921, 1924, and 1925,1 because of the 
exchange crises in those years and in spite of fairly steady 
means of payment. 

Changes in the velocity of circulation at these times off- 
set the discrepancy, and these changes were dictated by 
extra-economic influences, forces in the main psychological, 
a reflection of changing states of public confidence. In fact, 
politics played a larger part than did paper notes. Those 
who controlled the issue of francs were helpless until those 
who controlled the Chamber of Deputies adopted a reason- 
able, constructive policy. It must be remembered that the 
velocity of circulation has not been neglected by econo- 
mists. Mill saw that it was the use of money, rather than 
its existence, which was significant. Hawtrey has carried 

*See infra, Chapter V, 
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this emphasis farther,t and Keynes has stressed this factor 
in his analysis of recent currency problems.? It is the 
change in velocity of circulation which makes possible the 
cumulative decline of money, such as occurred in Germany, 
Russia, and other countries, when the loss in value outran 
the ability of the printing press to keep pace. It is the un- 
known and uncontrollable factor and, in case of extreme 
depreciation, the most important element; a quantity 
theory which depends on this factor, velocity, cannot serve 
as a satisfactory explanation of the causes of extreme de- 
preciation. 

It is true that, under certain conditions, in France the 
effort to decrease the circulation strengthened the value of 
money; it is even more true that at times the threat of 
large and continued inflationary issues of money led to 
rapid depreciation. But the reason for this state of affairs 
lay not so much in the mechanical influence of the money 
on the price level as on the evidence it gave of the weak 
position of the French government, and its inability to 
meet its need by taxation, to honor its debts, and to con- 
duct its affairs in a sane way. This is seen, for instance, in 
the varying influence of the deflation attempted in pur- 
suance of the 1920 convention. This had, for a time, a 
slight influence in steadying the franc, but when it was dis- 
covered that other obligations more dangerous than paper 
notes had piled up for the government in the form of 
debts, the value of money fell precipitately before there 
was any notable increase in the circulation. The cause of 
this situation was only indirectly the quantity of money, 
and directly the public estimate of the government finan- 
cial policy.? The limitations of the quantity theory as an 

*R. G. Hawtrey, Currency and Credit (London, 1923), pp. 41-45. 

2 J. M. Keynes, op. cit., pp. 51-52. See especially note 1, p. 51. 

*See infra, Chapter VI. Of course, all the adverse aspects of government 
finance pointed to the possibility of further inflation, but they were not 


considered exclusively or mainly in this light; possible note issues were 
‘discounted, so were tax increases and other economic difficulties, 
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explanation of the depreciation of the frane are indeed 
many. It is obviously too mechanical a theory to express 
the shifting complex of economic and psychological rela- 
tionships which governed short-run value in France. It be- 
came apparent that the value of money must be influenced, 
first through moral channels, and then, in the second in- 
stance, through economic channels. 


PuRcHASING Powrr Doctrine Apps Litre 


The purchasing power parities doctrine was not useful 
in explaining the value of the depreciated franc. This doc- 
trine, a natural extension of the quantity theory, empha- 
sizes the significance of the relative price levels of different 
countries. It purports to establish a normal par for incon- 
vertible money on the foreign exchanges; that is, it states 
that the exchange rate tends to vary so that a unit of cur- 
rency has the same purchasing power at home and abroad, 
or that, at any rate, the variations of purchasing power of 
money in different countries will be kept in alignment. The 
main difficulties fall into two groups. The first objections 
to the theory are largely technical. They are based on the 
impossibility of securing perfect measures of the level of 


prices? and the difficulty of averaging all possible two-. 


country relationships so that the various pars will be in 
harmony with each other. The second type of objections is 
more serious. It strikes at the very root of the theory, for 
it denies that prices are the cause and exchange rates the 
effect. In fact, it asserts that causality for short times runs 
more often from the exchange rates to the price level than 
it does in the opposite direction. 

It will be recalled that suggestions of the purchasing ~ 
power parities doctrine are found in the writings of the 
classical economists. But it was Professor Gustav Cassel 
who first gave this idea prominence and expressed it in a 

*See infra, Chapter VII. 
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definite and striking way. Since then, his formulation has 
been accepted in one of its various forms by such eminent 
economists as Mr. J. M. Keynes and Professor T. E. Greg- 
ory, and has been used to bolster up proposals for inflation 
or deflation in various countries. Certainly it helps to de- 
fine the issue in the consideration of monetary policy, and 
it has brought clearly into the foreground the varying 
alternative possibilities, control of the exchanges, control 
of the price level, or the attempt to condition both through 
more general influences. This difference of emphasis is il- 
lustrated by the views, on the one hand, of Keynes, an 
advocate of the doctrine, who said that the control of the 
internal price level was the key to the exchange situation, 
and on the other hand, by Hawtrey, who advised the at- 
tempt to control the exchange directly. The theory may 
best be expressed in the words of Cassel. 


When two currencies have undergone inflation, the normal rate 
of exchange will be equal to the old rate multiplied by the quo- 
tient of the degree of inflation in the one country and in the 
other.* 


Keynes restates the same theory more briefly. 

This ratio between the respective home purchasing powers 
of the two currencies is designated their “purchasing power 
parity.” ° 


The “degree of inflation” spoken of in Cassel’s statement 
and the “home purchasing powers of the two currencies” 
referred to in Keynes’ explanation are to be estimated by 
the wholesale price indices in the respective countries. On 
the basis of purchasing powers, for instance, the par of the 
franc and the dollar in January, 1919, would have been 11.03 
cents per franc, whereas the actual value was 18.35 cents 


per france.’ 
1Gustav Cassel, Money and Foreign Exchange After 1914 (New York, 
1923), p. 140. 2J. M. Keynes, op. cit., p. 97. 


*U. S. Senate Foreign Currency and Exchange Investigation, p. 478. The 
result was obtained by dividing 199, the wholesale index for the United 
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The practical difficulties in applying such a theory are 
indeed great.t The index number of wholesale prices has 
been the usual basis on which to reckon this par, but no 
one index number can be complete. Moreover, there is no 
clear reason why wholesale prices should be preferred to 
retail prices. There is, on the contrary, some argument in 
favor of choosing the retail index number for the par be- 
tween France and the United States. For if the franc was 
undervalued in New York, as it was during most of the 
postwar period, the practical result would be that with 
dollars one could secure more goods of a given kind by 
buying francs and spending the francs for goods than one 
could obtain by spending those dollars in America. As 
long as this was true, and other things being equal, the 
undervaluation of the French money would lead to the 
increased demand for frances and would tend to swing the 
franc’s value upwards. If most foreign exchange purchases 
were made with a view to the commodity markets, it is 
probable that some such reaction would usually take place, 
and if one is mainly interested in France, there is some 
reason for the preference of the retail index instead of the 
wholesale index because American importers buy large 
quantities of finished goods from France and practically no 
raw or semi-finished products, and these latter count most 
heavily in the wholesale index. There is room for some 
doubt on this point and the difference in the result would 
be considerable, since there is frequently a wide gap be- 
tween wholesale and retail prices, and between raw and 
finished goods.’ 


States, by 348, the French wholesale index. This gives a quotient of .571, 
which is multiplied by the par of exchange, 19.29 cents per franc, a pur- 
chasing power par of 11.03 cents. (Our result differs slightly from that here 
given.) The purchasing power parity was therefore sixty per cent of 18.35 
cents the actual rate of exchange, and the france was overvalued in the 
United States. When pegging ceased, the relationship changed. 

*T. E. Gregory, Foreign Exchange (Oxford, 1925), pp. 88-90. 

* Bulletin de la statistique générale de la France (October-December, 
1927), p. 7. See curve 3 based on retail prices, chart VIII. 
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It is not important for us to determine here just what in- 
dex number is best suited for such a purpose, but it is well 
to note the problem. To take a random comparison of the 
two indices, one might calculate two different parities for 
January, 1924, a date just previous to the rapid speculative 
decline of that year. On the basis of wholesale indices, the 
parity indicated as normal for the frane and the dollar 
would be 5.88 cents per franc,! while on the basis of retail 
indices, the par indicated is 3.98 cents per franc.” Since the 
actual par was 4.67 cents per franc, it will be seen that the 
parity derived from the retail indices is considerably nearer 
the actual par than that derived from the wholesale in- 
dices. This might not always be the case, but the wide 
divergence of purchasing power parities from actual pari- 
ties suggests that some further adjustment must be made 
in the application of the theory. There is so much ground 
for difference of opinion, and the results reached on slightly 
different assumptions vary so widely, that there is no sure 
ground for prophecy and policy in the purchasing power 
parity theory until statistical science applied to economic 
data has been farther developed. 

There is also the added difficulty of reaching a harmoni- 
ous adjustment between the parities derived for different 
countries. It is obvious that the franc may be undervalued 
in New York and overvalued in Germany. For instance, 
when the relative price levels continued to give France a 
slight advantage in exporting to the United States in 1927, 
the still lower prices in some of the neighboring countries 
put France in a disadvantageous position in trade with 
them. At this time the exchange values of the currencies 
placed the franc at about the same level in New York, Ber- 
lin, Rome, and other centers. Thus any practical attempt 


*U.S. Senate, Foreign Currency and Exchange Investigation, p. 478. 

*Monthly Labor Review, U. 8. Dept. of Labor, vol. 0.4% aon Ih delbin 
1927, p. 173. This result is obtained by dividing the United States index of 
retail prices, 146, by the French index, 366, both indices on a 1914 basis. 


THE SIGNIFICANCE OF DEPRECIATION 25 


to adjust the france with prices in New York would have 
led to a maladjustment with some other country. 
Purchasing power parities theory is usually too complex to 
be a basis for political action, and too ambiguous to guide 
the practical financier. Even if statistical methods should 
progress to a point where the theory may be of use, there 
would still be serious limits to the validity of the concept. 
These rest on the assumption of a causal influence running 
quickly from prices to exchange rates. It is clear in the 
French case that the divergence of actual foreign exchange 
rates from price ratios has been greater than the mere im- 
perfections of statistical method would account for. It is 
true that in the case of England, where the pound sterling 
never lost more than about a third of its value, purchas- 
ing power parities corresponded to exchange rates much 
more closely than in the case of France.t Where deprecia- 
tion is more marked the divergence is apt to be greater. 
In France it was more than ten per cent during most of the 
period under consideration. Here causality ran distinctly 
from exchange rates to prices. In the first place, during the 
war years pegging operations prevented the decline of the 
franc and made the theory inapplicable. It is important to 
remember that exchange rates can be controlled much more 
successfully than price levels, since the market for ex- 
change transactions is narrower and the dealings are in the 
hands of professionals. It is, therefore, possible for long 
periods to keep the exchange quotation considerably above 
or below what would be considered normal on the basis of 
price relations. Then in the second place, the france fell 
rapidly after it was unpegged in 1919, and was undervalued 
in New York, so that it was worth one or two cents less than 
its purchasing power would have justified. This would have 
led normally to an increase of exports from France and a 


*U. S. Senate, Foreign Currency and Exchange Investigation, p. 457. 
See also chart on p. 293. J. W. Angell, The Theory of International Prices 
(Cambridge, Mass., 1926), pp. 430, 431. 
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decline in imports, raising the frane and lowering the dollar 
until an equilibrium was reached; but there were several 
serious disturbing factors. One of these was the imperative 
need of France for imports and another the relative in- 
elasticity of her exports. This particular situation points to 
a second important limitation of the theory; it can be ap- 
plied only to situations in which changes in foreign com- 
merce are possible on a scale sufficient to right the balance 
once it has been disturbed. This is not possible in the case of 
serious upsets to the exchanges and price levels; the mech- 
anism of foreign commerce is not sufficiently elastic. In 
the third place, when in later years France, like some other 
countries, went through a period of severe depreciation, the 
important factor both from a quantitative and from a 
psychological point of view is the movement of capital. In 
fact, the export or import of capital, in the form of deposit 
credits, of international securities, or of actual cash, as- 
sumes such large proportions when a country is threatened 
with bankruptcy that the relative importance of the flow 
of trade governed by commodity price levels is very slight. 
It is true that the price of securities and some of the other 
factors which govern the movements of capital might be in- 
cluded in price indices as well as commodities. Such is, 
however, neither the intention nor the practice of those 
who uphold the theory. Moreover, a price index which in- 
cluded everything would be meaningless.: We must con- 
clude, then, that important economic and political changes 
first showed in the foreign exchange quotations; they 
gained magnitude as large sales were made by the outsider 
who followed “the men who knew.” Thus there were whole- 
sale shiftings of balances from one financial center to an- 
other and, when these short-time changes led to new levels 
for exchange and security values, the effects tended to be 
carried over to the commodity markets. If the cost of the 
dollar went up, the cost of imports rose, the price of all 
*See infra, Chapter VII. 
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finished products, which included certain raw materials, 
rose likewise, and the general level of prices became higher. 
There was then a slight tendency to cut down the volume of 
imports and use substitutes, so that the demand for dol- 
lars for commercial purposes diminished, and a lesser in- 
fluence worked towards an upward movement of the franc; 
but these favorable commercial influences would be much 
weaker than the unfavorable speculative influences if there 
were real distrust of the franc. Thus, the invisible items far 
outweighed the visible ones. 


BALANCE OF TRADE Hap Litritr INFLUENCE ON THE FRANC 


This last objection to the purchasing power parities doc- 
trine is the reason why one must turn from the theories of 
exchange values based on trade movements to speculation 
theories which rest on intangible but very real forces. It 
will be noted by the reader that there is no detailed study 
of the French balance of trade given in this history of 
French depreciation. This may seem to be a radical depar- 
ture from the usual analysis of monetary problems. Pre- 
war studies of exchange problems would very naturally 
have included a careful study of the inward and outward 
movements of trade, and would have related exchange 
fluctuations to some particular change in commerce or some 
concrete invisible item; but the postwar situation requires 
different treatment. It would undoubtedly be interesting to 
include a detailed study of the balance of trade with other 
material bearing on the subject of money value, but the 
long labor involved in such a task would not be warranted 
in the present case because the normal items in the balance 
of accounts of France sank to relative unimportance. More- 
over, material is lacking for an adequate quantitative state- 
ment. There are a number of complicating factors which 
cast doubt on many of the figures available. One of these is 
the rapid change of habits in commerce, and of prices, 
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which makes those items which are based mainly on esti- 
mates, such as freight charges and immigrant remittances, 
extremely hard to determine. Another is that the method 
of valuing French commerce has been changed by law, so 
that year to year comparisons are difficult. Then again, the 
fluctuations of prices have made deception in valuation on 
the part of importers and exporters very easy. But more im- 
portant than these difficulties is the fact that capital move- 
ments far outweighed commerce in value. In order to justify 
this omission of a detailed discussion of commerce it is 
well to look at some of the existing estimates of the French 
balance of trade and compare their results with what 
is known of the speculative movements of balances and with 
exchange fluctuations. 

Let us compare the three most important items in the - 
balance of payments: capital items, tourist expenditures, 
and commodity trade. Figures for the commodity balance 
of trade are easily available and fairly accurate; those for 
the years 1913 through 1926 are given below. 

A study of this table and chart indicates that, with 
the exception of the war years, the difference between the 
exports and the imports was not very great. Before the war 
the balance had been unfavorable.t During the war, of 
course, the excess of imports over exports was very large, 
-but this “unfavorable” trade situation was not permitted 
to affect the exchanges directly. The difference was met by 
loans, and the franc pegged, as has been explained above. 
To be sure, the unbalanced war-time trade influenced the 
exchanges later through the pressure of capital items, such 


*Henry Bérenger, “L’Accord franco-américain sur les dettes de guerre,” 
note communiquée le 30 avril, 1926, par la présidence du conseil sur le 
réglement de la dette frangaise envers les Etats-Unis, L’Europe nouvelle, 
9th year, no. 429 (May 8, 1926), p. 660. “Avant la guerre, le commerce 
extérieur de la France se soldait par un léger déficit, ses exportations 
s’élevant a 80-85% de ses importations . . . ce défecit était plus que com- 
pensé par l’excédent des ‘exportations invisibles’.” See also l’Annuatre 
statistique, 1922, p. 92. 
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TABLE I 


FRENCH COMMODITY TRADE? 


1913-1926 
(In millions of francs) 


Excess of Excess of 
Imports over Exports over 
Imports Exports Exports . Imports 


HONS Le, 8,421 6,880 GAT ans sean een 
A 6,402 4869 (Ey ee en nee a 
DOB hess 11,036 3,937 T0000 0 eee 
eee 20,640 6,215 14.495) oh eee 
Pi cestrcos. 27,554 6,013 OP 5A lp ke cae 
OTe ee 22,306 4,723 17685 7 1 an 
WO na oe 35,799 11,800 O3010srae | ees 
BOIS fen 2k ies 49 905 26,895 D3 O10 eer as Oe 
> ee aes 22,068 19,773 OAS eae od 
oo ee 23,930 21,379 DESTe wets 
es ee aka 32,689 30,433 BORG iA a ee 
Peete... 40,132 Ph gE iia ee ie. 1,322 
75 ae ae 44.095 CES ih ge ie as 1,660 
eg ee 59,515 60/585 sd 20 
104) ee eae 52,853 {ey 2,375 


as unfunded foreign credits and very large government 
debts. 

It is evident that the commodity balance alone had a 
slightly depressing immediate influence on the franc. The 
favorable balances from 1924 to 1927 cannot be considered 
normal; it is possible that they represent a retarded re- 
sponse to the bonus on exports, but it should be noted that 
in 1927, the year when this premium on exports had dis- 
appeared, the favorable excess was greatest. However this 
may be, the excess of imports over exports is usually more 
than offset by the expenditures of tourists in France. This 
item, which has righted the balance and permitted France 
to build up her foreign investments to a considerable figure, 
cannot be measured accurately. Bérenger estimates the 


* Henry Bérenger, op. cit., p. 660. This gives the years 1913 through 1924. 
Statistique mensuelle du commerce extérieur de la France (1926), no. 12, 
p. 8, and (1927), p. 7. These give the years 1925, 1926, 1927. Adjustment 
should be made for commerce with the colonies. Bérenger gives material 
for this in his report, p. 662. The difference is not very large. 


ee francs VALUE 


BREE. 


SoS 
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CHART III 


FOREIGN COMMERCE—WEIGHT AND VALUE, 1913-1927? 
*See appendix, p. 528, for figures. 
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amount spent in 1924 as 3125 million franes,! a figure 
lower than that given by Pierre Meynial ? and some others 
who have studied the matter. It is not necessary to com- 
pare all the important studies of the subject; those made 
by Moulton and Lewis, and by Meynial will suffice. For 
the year 1924, Moulton gives 5,000 million francs® and 
Meynial gives 4,800 million franes. Since each of these writ- 
ers has made a searching critical appraisal of the other’s 
work the approximate agreement is reassuring. Let us take, 
then, the figures of Meynial as correct, though it is possible 
that the real figures lie between his statement and that of 
M. Bérenger. | 
TABLE II 


AMOUNTS SPENT BY TOURISTS IN FRANCE 


(In millions of francs) 


Meynial * Bérenger ° 

WOT Sere rere ae rc eee. 600 1325 
ODOR Toteac Med cee ne 2,220 BOX 
TAG Pais (ai, ae Ae eae ae eee 2,800 Aaa 
1 Oe Ara ae, Se Gena ieee ae 38,000 Py 
LO DBR ieieiraes etn. Tore fads ihe, 2% 4,000 2,584 
US Ae eA oe eR 4,800 3,125 
URS PAs eal ne ei EN 9,000 ere 
LO ZO Ree e er de eae nr 13,000 


The figure for 1926 might seem at first glance to be exces- 
sive, but it must be remembered that the exchange situa- 
tion was more than usually abnormal then,® and that large 
numbers of tourists rushed to Paris to spend money lavishly 
for goods and services when the franc fell to two cents. 

The importance of the tourist trade as a balancing item 


4 *Henry Bérenger, L’Europe nouvelle, loc. cit., pp. 663, 664. 

*Pierre Meynial, Revue d’économie politique (January-February, 1925), 
p. 19. 

*Moulton and Lewis, The French Debt Problem (New York, 1925), 
p. 370. 

“Pierre Meynial, Revue d’économie politique (March-April, 1927), p. 
279. 

* Henry Bérenger, L’Europe nowvelle, loc. cit., pp. 663, 664. 

°See infra, Chapters V and VIII. 
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is clear; it overshadows all the other items except capital. 
The relative unimportance of ocean freight receipts, for 
instance, is evident when one considers estimates of about 
2,000 million franes, or only about twenty per cent of the 
1926 tourist receipts;1 then again, receipts from transit 
commerce through France are placed at only about 100 
million francs. The movements of the precious metals were 
very small after the war. There is no other item to chal- 
lenge the importance of tourist expenditures except the 
dominant group of capital and credit items. 


CaPpiraL ITEMS THE Most IMPORTANT 


Under normal monetary conditions the movements of 
capital between countries cannot be measured accurately. 
They are doubly hard to determine when strong speculative 
influences are at work. Some of the elements can, of course, 
be estimated with a reasonable degree of accuracy, but most 
are purely conjectural. One of the elements included under 
capital movements, the remittances of laborers into or out 
of France, can be judged approximately from the number 
of nationals who reside abroad and the number of foreigners 
in France. It is possible to make reasonable assumptions as 
to how much wage earners can afford to send, and a knowl- 
edge of the average size of postal drafts and of other forms 
of remittances helps check such an estimate. Bérenger 
places this on the debit side of the account to the extent 
of 1,170 million frances in 1924.2 The other capital items 
are not so easy to estimate. For instance, it is even difficult 
to distinguish capital from interest in this case, since in- 
terest reinvested is capital, and bank balances may be 
either. It is possible, it is true, to note large repayments on 


* Henry Bérenger, L’Europe nouvelle, loc. cit., p. 663. 

* Henry Bérenger, L’Hurope nouvelle, loc. cit., p. 666. His figure for 1923, 
384, agrees approximately with Meynial’s figure. Moulton seems to accept 
Meynial’s estimate. See The French Debt Problem, p. 359. 
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maturing debts and to list the more important new loans. 
It is utterly impossible, on the other hand, to know how 
many American securities are owned in France or what 
balances in London or Amsterdam are at the disposal of 
French financiers. In fact, there are many reasons for con- 
cealing these figures and no sure way of finding them out: 
It is probable that the laws prohibiting the export of capi- 
tal have made it harder to get exact information on this 
point, in the case of France, than it would otherwise have 
been; * even without such laws, the effort to evade taxation 
would lead to concealment.? There were, moreover, ever- 
increasing ways of acquiring foreign credits of various sorts 
—to methods growing out of normal trade or security 
transactions were added many fictitious transactions. 
As speculation increased capital movements increased, but 
the total cannot be determined. There are two clear in- 
dications that they were large enough to outweigh all other 
influences. These are, first, the striking effect of capital 
movements on the exchange rate of the franc, and second, 
the rapid increase of divers,? or miscellaneous assets, in 
the Bank of France statement for 1927, when the bank began 
to take over foreign capital which Frenchmen were selling. 

It is obvious that the decline of the franc was an evidence 
of the unbalanced condition of French capital dealings with 
the outside world. From one point of view, of course, the 
payments between one country and all other countries 
must be in balance, since all debts must have their coun- 
terpart in credits. It is current usage, however, to list the 


*See infra, Chapter VI. See also J. Laurés, Le Probléme des changes 
(Paris, 1926), pp. 91-123. 

* Edgar Allix and Marcel Lecerclé, L’Impét sur le revenue (Paris, 1926), 
p. 306. The simple tax, without adding the décimes or taxes on sales or 
inheritance, amounted to eighteen per cent of the interest on foreign 
investments. A further tax was imposed on the exchange profit due to the 
conversion of the interest into francs. 

*In the statement of January 12, 1928, this item stood at more than 
27 billion francs. The New York Times (January 13, 1928). See infra, 
Chapter VI. 
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concrete items in the balance of payments first and then to 
proceed gradually to the items which are less calculable. 
In the course of this consideration there is, then, one form 
of credit which stands out clearly as the balancing item.’ 
This is the shifting mass of floating credits, short-time 
loans, book credits, and bank balances granted to the trader 
or financier. Any difficulty in obtaining these credits is 
registered either in money rates on loans, or to a much 
ereater extent in the exchange rates—for credits are granted 
to the trader by those anxious for his trade only if interest 
rates are good or foreign currency undervalued on the ex- 
changes. This increased demand for short-time credits leads, 
thus, to stiffer terms and a higher premium on gold cur- 
rencies expressed in the exchange rate. 

After a period of temporary financial calm, on the other 
hand, considerable shifts in international indebtedness can 
take place without causing marked variations in interest or 
in the exchange rates.? It is not possible to discover the 
quantitative relationship between exchange rates and capi- 
tal movements, for the effects depend partly on attitudes 
and interpretations. Compare, for instance, the situations 
in 1924 and in 1925, times when causes and mechanisms 
differed markedly. It is probable that more capital left 
France in the downward plunge of the france during the 
speculative drive in the early part of 1924 than returned in 
its recovery towards the end of March. This assumption is 
borne out by the ease and rapidity with which the reserve 
fund derived from the Morgan loan of 100 million dollars 
was reconstituted, that is, the net government outlay was 

1Gold has been considered the balancing item in many discussions of 
foreign exchange values. It seems more accurate at the present time to give 
short-term credits this rdle. In one sense any item may be considered as 
balancing. J. M. Keynes, “Balance of British Trade, 1925-27,” Economic 
Journal (December, 1927), vol. xxxvii, no. 148), p. 565. Keynes says liquid 


balances are used as settlement instead of gold. 
2See infra, Chapter X, for conditions in 1927. 
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small in amount.' It would be possible for pressure on the 
exchanges to have more influence in one case than in the 
other, for smaller funds backed by government determina- 
tion and coodrdinated financial effort would tend to influ- 
ence public opinion more than the efforts of a loose com- 
bination of financial adventurers. Demand is never purely 
quantitative. The terms on which balances would be shifted 
were more favorable to the france in one case than in the 
other. In the fall of 1925, on the other hand, there is no 
clear evidence of large capital movements out of France. 
Neither the money markets, banking, nor trade situation 
showed any great. changes. It seems likely that the move- 
ment of capital, which had been considerable since 1923, 
continued as distrust grew, but it was not until the end 
of the year that the rapid decline of investments in bons de 
la défense nationale indicates that the sums being trans- 
ferred were large.” 

After the spring of 1926, it became easier to arrive at an 
estimate of the value of the net capital movement in or out 
of France.*? It is evident that in July, 1926, the actual 
volume of credits must have run into billions of francs, 
when the millions of dollars remaining in the so-called Mor- 
gan loan were thrown on the market without checking the 
tide moving against the franc.* There was a 100 per cent 
rise in the foreign exchanges despite the use of perhaps a 


* Revue d’économie politique (March-April, 1925), p. 276. There seems 
no reason to doubt this statement. See infra, Chapter V. 

?See infra, Chapter V. 

5Tt must be realized that the expression capital export can not represent 
directly an outflow of capital. That is, the exchange of deposits in France 
for deposits in London means actually that the deposits in France are the 
same in amount but the title to them is transferred. The crux of the matter 
lies in whether the Frenchman is more eager for pounds than the English- 
man is for frances, If this is the case, the gold value of france deposits shrinks, 
and we speak of an export of capital from France. It would be just as accu- 
rate, however, to say that there had been an import of pounds into France. 

*See infra, Chapter V. 
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billion francs in the support of the frane.1 After the crisis 
was passed the Poincaré ministry brought confidence, 
which made possible the pegging of the franc. The permis- 
sion granted the Bank of France to issue new paper notes 
against foreign exchange made it easy for the Bank to buy 
almost all the foreign credits offered, at the prevailing rate 
of exchange.” The sums thus taken over by the Bank were 
indicated by the growth of the item divers among the as- 
sets.* Since it amounted to 8 billion on August 5, 1926, and 
nearly 20 billion francs more in August, 1927, 20 billion 
francs was a major part of the capital brought back to 
France. It must be considered only a part, for the treas- 
ury also accumulated several billion francs, and private 
speculators and French companies probably took consider- 
ably more. The total may have been as high as 35 or 40 
billion francs, and was certainly well over 25 billions. 
Such estimates, however unsatisfactory, serve as warn- 
ings against dogmatic statements, and as evidence of the 
overwhelming importance of capital movements. By all the 
indications available, the shift of short-time credits has 
been the decisive factor in every exchange crisis. The sharp 
fluctuations of exchange rates, when commerce, travel, ship- 
ping, and investment conditions remained fairly constant, 
the large volume of money known to have been moved from 
one centre to another, all bear out this conclusion. If the 
movement of capital can rise above 25 billion francs a year, 
it is obvious that changes in commodity trade are of rela- 


*Revue de science et de législation financiéres (October-December, 
1926), vol. xxiv, no. 4, p. 674. In one single day the treasury funds dimin- 
ished by more than 100 million francs, This was due in large measure to the 
withdrawal of funds from bons de la défense to buy foreign exchange. The 
sums spent by the government in support of the france previous to this date 
are not known. They probably amounted to about 1,500 million frances, 
since that was the part of the Morgan loan reputed to be in the hands of 
the government in the spring of 1926. 

7See infra, Chapter VI. 

*Pierre Bayart, La stabilisation frangaise, Revue des sciences écono- 
miques, no. 3 (April, 1917), p. 7, note 1. 
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tively little influence in the short-run. Commerce is of 
necessity less elastic than capital, except perhaps in emer- 
gencies such as war. The corollary is, if capital is the de- 
terminant and if concrete factors are almost negligible, 
then confidence and speculation, rather than commerce and 
prices, must determine the fate of any monetary unit. 


SPECULATION THE DoMINATING FACTOR 


We must come, then, quite definitely to speculation as 
an explanation of short-time depreciation; a theory not 
new, but differing in emphasis from former interpretations. 
One of the first clear statements of the power of specula- 
tion was made by Professor Allyn A. Young, in his article 
on “War Debts, External and Internal,” where he explains 
the relation of Germany’s burdens to the collapse of the 
mark. His further comment is: 


I have reviewed these matters again in order to give point to 
the emphasis I shall put ypon what I believe to be the indispen- 
sable key to an understanding of the vagaries of the depreciated 
currencies of Europe. I refer to the dominating part played by 
speculation. 


He explains why and how “inflation has been the result 
rather than the cause of depreciation,” an idea which was 
not generally understood at that time. 

The same emphasis on speculation is evident in de 
Bordes’ study of the Austrian crown. He says in his con- 
clusions that the expectation of decline caused the decline. 


The extraordinary depreciation of the Austrian crown was at 
bottom a psychological development. There was a total lack of 
confidence. In view of the situation of Austrian State finances it 
was generally expected that the crown would continue to plunge 
farther and farther down. This was the cause of the flight from 
the crown.” 

*A. A. Young, Economic Problems. New and Old (Boston, 1927), p. 30. 
First printed in Foreign Affairs, vol. ii, no. 3 (March, 1924). 

*J. van Walré de Bordes, The Austrian Crown (London, 1924), p. 197. 
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Katzenellenbaum, writing at a somewhat later date on the 
Russian currency gives great importance to confidence 
though he differs in applying it only to the external value 
of money.? 

Nogaro, in discussing various aspects of depreciation in 
France, says repeatedly that speculation is the powerful 
link connecting the various forces bearing on the ex- 
changes.” Then again, Aftalion says that the theory of the 
exchange rates, like that of value and price, must rest on 
an analysis of complex and changing psychological forces.% 

Such interpretations as these have been suggested in the 
discussions of a hundred years of monetary studies, but 
the present emphasis and application are to a considerable 
extent different. They embody an attempt to pass over in- 
flation as the prime cause and to stress the more general 
financial and economic conditions, and so they lead in- 
evitably to new lines of policy and action. This shift in 
emphasis must be attributed in part to the fact that recent 
cases of depreciation have been more severe and the causes 
behind them different from those hitherto studied. The 
financial chaos has been more widespread; the uncertainty 
for the future of Russia, Germany, Italy, France, and other 
countries has led to quick changes in speculative positions 
as to the future of monetary units, Monetary theory can 
hardly fail to take slightly new lines in the light of such 
events. 

The development of thought on the theory of the ex- 
change is hampered, however, by limited and ambiguous 
phraseology. The citations given above indicate the terms 
which are most generally current. There is objection to 
each of them on the grounds of vagueness. For instance, 
speculation is the best word to indicate the influences which 


*S. S. Katzenellenbaum, Russian Currency and Banking, 1914-1924 
(London, 1925), p. 41. 

* Bertrand Nogaro, La Monnaie et les phénoménes monétaires contem- 
poraines (Paris, 1924), pp. 89, 109, 192-195. 

* Albert Aftalion, op. cit., pp. 345-347. 
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determine short-run exchange value but there is some un- 
certainty as to the meaning of this word. It has been used 
frequently in a narrow sense to indicate deliberate drives 
against a currency for the sake of making gains out of a 
sudden rise or fall in its value, as, for example, in J anuary, 
1924.1 If speculation is used only in this way, it cannot 
well describe the general forces at work. Professor Angell 
indicates this difficulty and substitutes the word anticipa- 
tion in his exposition,? but this word has not as yet gained 
any currency and has not connotations which adapt it read- 
ily to economic uses. 

Even the term psychological cannot be used without 
giving false suggestions. It has served of late years to cover 
up an immense amount of vague conjecture and ignor- 
ance, and must therefore be used sparingly in a scientific 
discussion. Aftalion’s distinction between qualitative or 
psychological factors and quantitative factors is very useful 
but does not do away with our need for a more specific 
word. Both Nogaro and Aftalion use the word prévisions to 
indicate general forecasts as to the future value of money. 
This word calls to mind the original sense of speculation, 
and yet it remains free of some of the objections which now 
attach to the latter term. It is possible that prévision might 
be anglicized and so might serve as a tool in monetary ex- 
positions. At the present time, however, confidence comes 
closest to expressing the nature of the forces behind ex- 
change values and here again, one must note the vague- 
ness as to what inspires confidence. In former times it was 
mainly an expectation of a return to full gold value for 
paper money; now it is more confidence in the general eco- 
nomic and financial situation.? There is one objection to 
the term, but it does not seem to be serious : it is that con- 

*See infra, Chapter V. 


*J. W. Angell, The Theory of International Prices (Cambridge, Mass., 
1926), p. 195. 


*Professor Schumpeter has indicated to the writer the importance of 
finding the object of confidence. 
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fidence implies active support and not a state of mind which 
may be unfavorable as well as favorable. It is possible, 
however, to think of confidence as a mental attitude which 
can sink almost to zero; whereas, if money circulates at all, 
some confidence must exist. Certainly the value of a mone- 
tary unit is related to the state of confidence; and in the 
case of the severe depreciation of the france confidence has 
been the main short-time determinant of value. Specula- 
tion, in the widest sense of the term, has pushed the franc 
up and down until it has finally come to rest at 3.90 cents 
per franc. 

It is not possible here to solve problems of terminology, 
but it is necessary to note these limitations. The worst con- 
fusion can be avoided if one keep in mind the wider inter- 
pretations of the words used. The study of the franc indi- 
cates that its depreciation varied with changing opinions, 
once inconvertibility had opened the gate to uncertainty 
and the rapid decline had done away with the traditional 
limits of fluctuation. It was necessary to speculate; for any 
transaction in goods or in foreign currencies involved esti- 
mation as to the future relation of the france to these things. 
Speculation, then, takes on a new importance and affects 
different people as money enters the phase of severe de- 
preciation. 

This new situation, which often follows inconvertibility, 
has sometimes been overlooked. Nogaro is emphatic in 
stating the marked change with the abandonment of the 
gold standard. He says: 


The exchanges, once they have left the normal limits set by the 
ability to change the national money into exportable money 
without loss, are not kept within any limits whatsoever.* 


Aftalion says much the same thing.? Angell, on the other 

hand, takes a slightly different attitude when he says that 

“it is not the fact of inconvertibility but . . . instability it- 
Bertrand Nogaro, op. cit., p. 206. 7 Albert Aftalion, op. cit., p. 288. 
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self that gives the exchanges their peculiar significance.” 1 
He goes on to point out that there are instances of incon- 
vertibility without depreciation but the distinction is not 
of very great importance, perhaps.” It is true that specula- 
tion does not become of great importance until after de- 
preciation has passed beyond the limits of variation set 
normally by the gold standard; but it is none the less 
true that those who are well versed in financial affairs in- 
crease their speculative transactions whenever the legal and 
practical certainty of free exchange for gold is done away 
with. Even though they speculate on the speedy return of 
the gold standard, there is a new influence at work in their 
minds, and one which introduces potential instability even 
before that instability is registered in actual depreciation. 

The dominating influence of confidence in the general 
financial situation is, then, the outstanding lesson learned 
from a study of the franc. It has been at one and the same 
time the cause and the expression of most other influences. 
It has made possible prolonged overvaluation of the franc 
interrupted by shorter periods of undervaluation and finally 
brought the franc to a value in harmony with the number 
of notes in circulation, the condition of foreign trade, and 
the size of the budget burden.® 

A different interpretation and emphasis is made by 
Professor T. E. Gregory in his clear discussion of foreign 
exchange problems. He was arguing against the very patent 
evil of inflation, not sufficiently understood at the time of 
writing (1921). In stressing this factor he assigns a limited 
influence to speculation, saying that speculation has been 
used too frequently as an explanation of depreciation. He 
continues: 

*J. W. Angell, op. cit., p. 424. 

*It is interesting to note that the Turkish pound which is strictly fiat 
money and not definitely limited as to numbers in circulation has been rela- 
tively stable through 1926 and 1927 when many other monetary units were 


fluctuating wildly. 
*See infra, Chapter X. 
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But it is quite easy to stop the evil of speculation in foreign 
exchange. All that is required is to cease the creation of the in- 
strument of speculation. Until this is done, to prevent the export 
of these speculative instruments is like altering the thermometer 
because it registers too much warmth... .* 


This statement is true and useful when applied to certain 
situations; frequently inflation must be stopped in orden 
to calm speculation. It is important to realize that inflation 
has often been a symptom, rather than a cause, of financial 
ills. It is not true, in France, that speculation was depen- 
dent on inflation alone. Moreover, it is clear that once de- 
preciation has become severe, it is not easy to stop specu- 
lation by limiting the instruments of speculation. This is 
true for two reasons. In the first place, the instruments of 
speculation are various and consist not only in legal tender 
money but in all those things which can give rise to 
credits. Exportable goods, become, for instance, a source of 
speculative credits. In the second place, even if speculation 
were based primarily on bank notes, variation in the ve- 
locity of circulation would make the effectiveness of those 
notes change very rapidly with changing opinion. Therefore, 
speculation in the foreign exchanges can be stopped, but 
only by controlling and adjusting the more important eco- 
nomic and political factors that lie behind the credit of a 
government. 


How SprEcuLATION WORKED 


It is well to examine briefly the ways in which psychologi- 
cal influences affected the franc; there were three main 
channels of influence. In the first place, opinion was often 
reflected directly in the pressure of French demand for 
foreign balances and thus in the fall of the franc on the ex- 
changes. In the second place, pessimism as to the value of 
the franc expressed itself in the rising price level within 


1T, E. Gregory, Foreign Exchange (Oxford, 1925; first published 1921), 
p.79. 
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France. In the third place, the fear of the future was ex- 
pressed by the declining value of French securities and in 
particular the failure of investors to place money in the bons 
de la défense. Each of these three influences reacted on the 
others and made it increasingly hard for the government 
to avoid further inflation of the currency. Then, in addition 
to this, speculation acted in such a way that neither of the 
normal remedies for depreciation, an increase in the dis- 
count rate or an increase in taxation, could improve the 
situation.2 The government made considerable effort to 
lessen the direct influence of speculation on exchange rates, 
but it was almost powerless to prevent it.° French financial 
affairs could not be surrounded by an insurmountable wall. 
Exports led to foreign balances and imports required for- 
eign credits, and the state could not control the use of the 
proceeds. It was easy for individuals to hasten or delay the 
transference of these balances from one center to another in 
accord with their estimates of future exchange values. Al- 
though the direct sale or purchase of foreign exchange was 
subject to government supervision and banks were pro- 
hibited from selling foreign exchange without permits from 
the ministry of finance, any individual who could not secure 
permission to buy exchange directly could buy some secur- 
ity quoted on other European exchanges and so equivalent 
to a purchase of foreign exchange.* The purchase of Suez 
Canal shares, for instance, represented an exchange trans- 
action since the dividends were payable on a gold basis. 
Moreover, through such transactions public appraisal of 
the debates in Parliament were sometimes reflected in the 
quotations for the dollar and the pound more quickly than 
newspapers could give the news to the public. It was at 
the Bourse and not at the Palais Bourbon that one could 


* These were short-time treasury notes. See infra, Chapter V. 

* See infra, Chapters V and VI. 

*See J. Laurés, op. cit., p. 97, for regulations regarding export and import 
credits and other laws in this study. “See infra, Chapter V. 
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judge most accurately the prospects of a political crisis. The 
rates for foreign exchange were more than once referred to 
as the plebiscite on political affairs, and direct speculation 
was an increasingly important factor.’ 

In the second place, the commodity markets came to be 
influenced by indirect and unconscious speculation in the 
value of French money. During the early years of deprecia- 
tion, French retailers and to a considerable degree French 
wholesalers seemed unconscious of the relation between ex- 
change rates and prices. It is true that commodity prices 
rose rapidly during the war, but this was due to the war- 
time maladjustments of production, and not to a conscious 
analysis of the financial situation. Raw materials were 
scarce and labor was lacking, prices rose for various reasons 
but not from any conscious discounting of the future value 
of the france. After the war, price movements were various ” 
and there was at first little comparison of prices and 
exchange rates. Then the sharp upward turn of prices and 
exchange rates, in 1922, led to a clearer realization of the 
situation. The purchasing power of the franc became a very 
uncertain quantity; raw materials, imported and domestic, 
were rising in price, and apparent profits on transactions 
often turned into losses. This realization led inevitably to 
a larger demand for present goods to avoid higher prices in 
the future, and the rising price level, like rising exchanges, 
led to an increased need of money and tended to prolong 
inflation of the note circulation. 

The internal debt, in the third place, was directly af- 
fected by the estimated future of the franc in two ways. 
The quotations for the rentes were an indication of the 
situation of government credit, to a considerable extent, 
and the floating debt reacted quickly to changes in the atti- 
tude toward the franc. This later effect resulted from the 
fact that liquid funds flowed rapidly from the exchange 
market to the bons de la défense and back, and also because 

*See supra, this chapter. *See infra, Chapters IV and VII. 
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those who distrusted government credit would shift their 
balances from government notes to industrial securities or 
even commodities if these offered hope of gain. This link 
between the debt and confidence placed the government in 
a very embarrassing position in many instances, for the 
slightest check in political plans led to a movement away 
from government securities equivalent to a “run on the 
bank,” ! i 

Looking at the matter historically, one sees that it was 
not until after the war that these speculative forces in 
France were to be reckoned with as dangerous. In fact, after 
the sharp decline of the franc in 1919 there was consider- 
able speculation in favor of its recovery. But after June, 
1922,? the drift of opinion was increasingly unfavorable. 
In the first instance, the effect was mainly on the exchange; 
then, in 1923 and 1924, the wholesale price curve began 
to fluctuate in harmony with exchange rates, and still 
later, in 1925, the subscriptions to the bons de la défense 
varied inversely with the exchange rates, and the 
movement of prices was in close accord with that of the 
exchanges.? 

The ever-closer link between debts and foreign exchange 
rates is a clear indication of the increasing numbers of 
people who became involved willingly or unwillingly in 
speculation. Whereas, from 1914 to 1919 the financial prob- 
lems which had to do with the value of the franc were left 
in the hands of those professionally equipped to handle 
such affairs, in 1925 and 1926 every groceryman was consid- 
ering the effect of the exchange rate on coffee, every steno- 
grapher was trying to build up a savings account in a gold 
standard country. It is hardly possible to exaggerate the 
extent to which the general public concerned themselves 
with such matters. The cost of the dollar was the subject 
of conversation in every corner café and one could hardly 


*See infra, Chapter VI. *See infra, Chapters V and VI. 
?See infra, Chapter V. 
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make a purchase without some discussion of the exchange 
rate. There was, in fact, a general increase in money con- 
sciousness, which made the situation peculiarly hard for 
the government to handle, and this growing feeling of un- 
certainty as to the future of all kinds of wealth and on the 
part of all classes of people led eventually to the hysteria of 
July, 1926. 

There is real significance in this invasion of the financial 
markets by the outsider; for just as the nonprofessional 
upsets to a certain extent the dealings of the stock market, 
so the inexperienced dealer in foreign exchange increases 
rather than diminishes the amplitude of fluctuations in 
value. In situations where the old-time dealers in foreign 
exchanges might look to a careful analysis of bank state- 
ments and of foreign commerce, the novice might be influ- 
enced by trifling circumstances; and as the number of 
dealers increased, the number of influences affecting them 
multiplied. It is in part because of this influx of highly 
impressionable buyers of exchange that those measures, 
generally considered inflationary, came to have a dispro- 
portionate influence on the franc. 

The French bourgeois had come to fear increases in the 
supply of paper francs. Lessons built on catastrophic de- 
clines in Russia and Germany had been heeded. As time 
went on they made an increasing impression on public 
sentiment; unfortunately, these lessons were taken too lit- 
erally, so that the number of notes in circulation came to 
be a decisive factor to those considering purchase of for- 
eign currencies. In fact, this one item in the Bank of France 
statement was capable of precipitating a panic, even though 
the circulation was sometimes barely sufficient for the needs 
of business. In December, 1925, for instance, there was 
quite an unreasonable opposition to a much needed increase 
in the note circulation. This increase, when actually voted, 
caused no noticeable decline in the franc, although the 
political uproar which preceded the increase by some weeks 
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seriously impaired its value.1 Such influences led to the 
cumulative effects which have come to be recognized as 
characteristic of severe depreciation. France barely entered 
this dangerous territory of collapse and never reached the 
point where the printing presses could not keep pace with 
depreciation and the gold value of money in circulation 
diminished at a rapid rate as it did in Germany.? Neverthe- 
less, these cumulative effects began to be evident in 1926 
when the gold value of the france circulation, normally 
worth about two billion dollars, fell to almost one billion 
dollars in July.® 

It has long been recognized in banking circles that severe 
shocks to confidence are apt to precipitate a wild panic 
and that people will take enormous known losses to escape 
an unknown future loss. The most interesting study of this 
kind of situation is that made by Professor Taussig in his 
discussion of values in connection with the penumbra 
theory.* Professor Taussig here describes the market situa- 
tion in which a fall in prices leads to an increase in demand. 
This situation in the commodity markets occurs in short 
periods within the broader limits of value set by prime 
costs, and by demand which depends on actual and pressing 
needs. Such a situation prevails, too, on a much larger 
scale in the stock markets when the conditions become ab- 
normal and the future is uncertain. Similarly, the rise in the 
cost of foreign exchange leads to a further rise, when the 
first is taken as the beginning of a larger movement, and 
buyers rush in to anticipate the later increases. The in- 
crease of demand with the rise in cost can go on in the 


*See infra, Chapter V. 

*U. S. Senate, Foreign Currency and Exchange Investigation, p. 538. 
The value of the mark circulation declined from more than a billion dollars’ 
worth in January, 1921, to the low point of 75 million dollars’ worth in 
November, 1922. The gold value in 1913 was about 500 million dollars. 

*See infra, Chapter V. See Chart No. X XIX, p. 415. 

*F. W. Taussig, “Is Market Price Determinate?” The Quarterly Journal 
of Economics (May, 1921), pp. 394-411. 
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monetary field almost without limit. This is true because 
cost factors do not determine the supply of currency as they 
set limits in the commodity markets, and there is no abso- 
lute stop to the increase in the amount of the depreciating 
currency which can be printed and offered in exchange for 
foreign credits. Even if there are factors tending to set 
limits to the note circulation, the situation often becomes 
so confused by the larger number of dealers and the varied 
interpretations of events and motives in selling francs that 
such limiting forces do not necessarily stay the tide of 
opinion. 


FRANCE REACHED THE DANGER POINT 


There is a point where this cumulative action cannot 
be checked. It is, however, impossible to say a priori just 
where that point will be. It is probable that France reached 
the very edge of the precipice in the last decline in 1926. 
That the france did not take the vertical drop expected by 
many was due not to any immediate financial measures, 
but to a change in political front and the grim uncompro- 
mising attitude of M. Poincaré. The result was a sudden 
and complete change of confidence; with unbelievable sud- 
dennesss the money and exchange markets returned to their 
normal condition. Demand no longer increased with price. 
The penumbra, if it still existed, was important only for the 
narrow range of professional dealings which are well within 
the limits set by what are considered the real values. The 
general public ceased to concern themselves with the in- 
tricate problems of exchange value. 

It is evident that such a tremendous increase in specula- 
tion as preceded Poincaré’s return to power upsets the nor- 
mal activities of a nation and introduces many disturbing 
factors. It is not the temporary panics, however, that are 
the most significant, but rather the slow drain of wealth 
from one group into the hands of others. It is the decline 
of such things as the habit of saving which took place over 
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a period of years, and the effects upon productive machin- 
ery, financial practices, and social institutions which have 
made the financial aftermath of the war as costly, perhaps, 
as the war itself. 

Unfortunately, it is not possible to consider in detail 
what all these effects have been. Moreover, it is probably 
too soon to appraise them in the case of France, since sta- 
bility has so recently become an actual fact. It would be 
equally foolish, however, to omit all mention of those gen- 
eral changes which are common knowledge, even though 
they cannot be thoroughly analyzed at this time. It is 
probable that these changes will be more evident in a few 
years than they are at the present time. It is certain that 
the France of prewar days will never be found in the 
France of later years. The changes which have taken place 
in France are similar in kind to those that occur in the so- 
called business cycle. They differ in that the instability 
has been so much greater, and so has led to more revolution- 
ary changes. The fall in the value of money, for instance, 
always brings about changes in the relative power of credi- 
tor versus debtor; but it is true to an even greater degree 
when, as in France, the gold value of government bonds is 
reduced by approximately two-thirds.1 In these circum- 
stances there results the partial impoverishment of a cer- 
tain class of the population, that is, those who had invested 
moderate savings in conservative securities with fixed in- : 
come. It is certain that the influence and living standards 
of this class in France have been seriously threatened. 
Bérenger stresses the increase of the lower ranges of in- 
come. While it is also true that there have been notable 
changes at the upper extreme, the decline of moderate for- 
tunes has been more detrimental to the national well- 
being.? The results can be traced, to a certain extent, in 


*Henry Bérenger, op. cit., pp. 640-641. 

*Ibid., pp. 645. “Economic events of the last ten years have resulted in 
a redistribution of large fortunes and an increase of the resources of the 
poorer classes, thus increasing the equality between individuals,” 
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some of the more subtle indications of an increasing empha- 
sis on material values. It is no longer generally practicable 
for the professional man to educate his sons to follow the 
more liberal callings, the tendency is to send them into 
business, so they can help rehabilitate the family fortunes. 
All those with fixed incomes, whether from salaries or from 
securities, have suffered, since they have not been in a posi- 
tion to insist on an increase in pay commensurate with the 
increase in the cost of living. 

In line with this general change in French life, one must 
consider the increasing power of financial interests and a 
certain venturesome attitude which is the natural out- 
growth of instability. As some of the more conservative 
business men have been crowded to the wall by the decline 
in the real value of their fortunes, speculators and inno- 
vators have taken their places. Large fortunes have been 
built on changing prices, and those who were flexible enough 
to understand new conditions and take chances have prof- 
ited handsomely. There has been a notable increase in the 
importance of banking operations, the members of the Paris 
Clearing House are much more numerous, and the use of 
credit has been greatly stimulated by recent events. In 
industry as well as in finance, the daring leaders of new 
enterprises have seized their opportunities, and many large 
industrial units have grown up as the result of price changes 
and reconstruction. It would be difficult to measure the 
gains and losses due to such changes, for it is sometimes ad- 
vantageous to have old plants and customs wiped out so 
that new undertakings may be carried on unhampered. That 
gains have occurred may be judged from the fact that, ac- 
cording to the index number of production, the real wealth 
created each year is above the 1913 level. It is certain that 
profits made during 1925 and 1926 were very large, and 


1The Dessirier Index in Bulletin de la statistique générale de la France 
(October, 1924), pp. 78-101. See later issues. Account is taken of the addi- 
tion of Alsace-Lorraine. 
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that they made possible to a considerable extent the ease 
with which France surmounted the depression that came 
with stability. It is possible that the advantages of these 
changes are very great in a material way, whereas, intel- 
lectually and socially, France has lost certain valuable 
forces. 

There has undoubtedly been a marked change in the at- 
titude of the French towards the future. They have been 
forced to see the real value of their savings diminish while 
taxes rose. They have found nowhere assurance that hard 
work in the present would bring ease and comfort in the 
future. The result has been twofold. There have been, on 
the one hand, feverish attempts either through speculation, 
adventurous industrial enterprise, or the purchase of land 
and real goods, to provide for the future; and there has 
been, on the other hand, much suffering among the aged 
and those who could not take advantage of speculative 
opportunities. This suffering, though often hidden, has led 
to a new cynicism and a defensive and, at times, hostile at- 
titude towards other countries who have been more for- 
tunate since the war. 

Some of these ill effects of depreciation will pass, while 
others may remain as permanent scars to hamper the fur- 
ther growth of the nation. It is impossible at the present 
time to measure either the loss or the gain; it is sufficient 
to note, that, despite the difficulties and blunders, France 
has escaped the very real danger of bankruptcy. She has 
weathered the storms of the depression and has put in order 
her budget and her internal debts. Financial factors will 
come to be less and less disturbing in her productive life. 
It is to be hoped that she will be free of these extra burdens, 
to develop commerce and industry with the uninterrupted 
application of her great energy and her inventive genius. 

In the pages which follow we have attempted to describe 
in some detail the up and down swings of the value of the 
franc. After a brief discussion of general conditions in 
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France before and during the war,’ we have analyzed in 
more detail the main financial crises from 1919 to 1928.7 
The facts here related have been placed before the reader as 
impartially as possible. The later chapters, written from a 
slightly different point of view, attempt to distinguish be- 
tween internal and external depreciation, and comment 
somewhat critically on the causes of changes in the value 
of the franc and the measures used to gain stability.? The 
elements involved in| such a study are taken from all 
phases of French life; for instance, it is necessary to discuss 
political problems more than is usual in a study which is 
intended to deal with economic material. The war, repara- 
tions, internal struggles between different wings of French 
politics have determined her policy in taxation, in recon- 
struction, in Bank procedure, and in the various measures 
affecting commerce and industry. The inclusion of such 
varied elements means necessarily that some of them can- 
not be analyzed in detail. 

The conclusion resulting from the study just outlined 
is that confidence was the principal short-run determinant 
of the value of the franc. This emphasis on psychological 
factors should not lead either to skepticism or to inertia 
in the attempt to control financial forces. Even though the 
psychological forces are complex and intangible, they are 
subject to a considerable measure of influence. It is obvi- 
ous, for instance, that the general public prefers to ignore 
the problem of money if it is at all possible, and they will 
not engage in speculation unless instability is very marked 
and the fears for the future are very great. Moreover, it is 
possible in times of both slow and rapid fluctuations in the 
value of money to educate public opinion so that it will 
have a clearer conception of the real factors on which mone- 
tary value rests. It is possible to bring about a better un- 
derstanding of the place of gold in a monetary system, of 


*See infra, Chapters II and III. *See infra, Chapters VI through X. 
?See infra, Chapters IV and V. 
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the meaning of the quantity of notes in circulation, and 
the expansibility of foreign credit as a means of paying 
foreign debts. 

As war finance passes into history, one becomes aware of 
a degree of elasticity in the credit system which would not 
have been dreamed of before 1914. This means an increase 
in both the power and the opportunity of central banks. It 
means an increasing responsibility on the part of financiers 
and statesmen to look to the effects of depreciation on social 
welfare, and also to educate the public to meet times of 
stress in a clear-sighted and understanding fashion. 


CHAPTER II 
FRANCE IN 1914 


FRANCE in 1914 was not well equipped financially to meet 
the strains of a long war. There was too little elasticity in 
the systems of public and private finance. The taxation and 
budget methods were notably antiquated. It was obvious at 
the outbreak of the war that revenues could not be in- 
creased quickly. Moreover, the credit mechanism was im- 
perfectly developed; it has been generally recognized that 
banking operations were incompletely centralized under 
the control of the Bank of France. These and other features 
of French economic life hampered her when she was faced 
with the tremendous expenditures of war and reconstruc- 
tion. It was with difficulty, and not without heavy cost, 
that France weathered the financial stress of the war. 

In the case of the War of 1870, on the other hand, the 
conservative nature of French financial policy 2 helped her 
to bear the reparation burdens imposed. The difference 
in the financial situation in 1914 lay mainly in the length of 
the struggle and the greater costs of war and reconstruc- 
tion as compared with 1870. It must be realized, however, 
that even in 1870 France found it inexpedient to discharge 
(in the economic as contrasted with the legal sense) all 
the debts imposed by the Treaty of Frankfort. Though the 
burden was so much smaller in amount than the sums 
needed during and after the recent war, a very large part 


*Hon. George Peel, The French Financial Crisis (London, 1925), pp. 1-14. 
?Germain Martin, Les Finances Publiques de la France (Paris, 1925), 
pp. 15-18. Germain Martin here gives the salient characteristics without 
showing their relation to the war emergency in particular. 
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of the payments was met by borrowing.! It is true that in 
this earlier instance France reaped the benefit of the large 
holdings of high-grade foreign securities and the consider- 
able gold reserves. These and other characteristic features 
of French finance aided her both in her cash payments and 
in the borrowings which helped to make up the total. The 
net result was the rapid cancellation of Germany’s claims 
on the French government. 

After the recent war a different situation existed. Even 
though France was a victor, she found herself in worse 
financial straits than in the defeat of 1873. The strain on 
her resources had been too long. Her foreign securities had 
lost their value in part and the piling up of internal and 
external debts had been the result of the inability to in- 
crease normal revenues. It had been realized for some time 
before the war that taxation was not well adjusted to the 
needs of the nation. The important changes involved could 
not be made quickly, however, and France had to Xo) 
through the war period with her cumbersome indirect taxes. 
It had been common knowledge, too, that the internal debt 
was heavy compared with that of other nations, but here 
again, there was no way of preventing the situation from 
becoming worse at the time of extreme need. Foreign in- 
vestments, made with a view to political interests rather 
than security of value, melted away as the war progressed. 

These and other handicaps under which France labored 
must be discussed briefly in order to understand the depre- 
ciation of the franc. The more important group themselves 
naturally under four headings. In the first place, we must 
consider the budget and taxation. In the second place, we 
must comment on the internal debt. Then, thirdly, we must 
describe briefly the investment situation before the war. 


*Germain Martin, op. cit., p. 44. Germain Martin estimates 14 billion 
franes, or half the sum of the subsequent internal debt, as that part of the 
costs of the war which were not paid off at once but were carried as a per- 
manent charge on the nation. See also Léon Say, Les Finances de la France 
sous la troisiéme république (Paris, 1898), pp. 363-451. 
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And, in the fourth place, we must discuss the position of 
France in international credit and the nature of her for- 
eign commerce. These aspects of French financial life are 
all subjects deserving thorough study and analysis. It is im- 
possible to give them more than passing reference here. 
It is hoped, however, in this brief treatment to help ac- 
count for the measures adopted by France during and after 
the war and so to make more clear the forces bearing on the 
franc. 


BupGET IN Bap SHAPE 


Budget deficits were no uncommon thing in France before 
the war. In the twenty-four years ending 1913 there had 
been deficits in eleven years and surpluses in thirteen. While 
these deficits were not large, they indicate the existence of 
unsound practices which were to cause more trouble later. 
It is probable that the complex system of accounting for 
government expenditures was in part to blame for this 
situation. There were, before the war, more than ten special 
accounts and budgets.t Moreover, these publicly acknowl- 
edged accounts do not include all the government expendi- 
tures. This confused practice continued through the war 
and one of the most important budgets after the war was 
the so-called recoverable budget, which included items 
charged to the account of Germany. Sums spent under this 
heading were very large and were not covered in any way 
by normal revenues. This particular account was not done 
away with until 1925. There were also in 1925 and 1926 
other serious efforts to simplify this very confusing han- 
dling of public finance.” 

These obstacles in the way of good budget practices were 

* Edgar Allix, Trawté élémentaire de la science des finances et de la légis- 
lation financiére francaise (Paris, 1921), pp. 68, 69. The list includes the 
ordinary, extraordinary, and annexed budgets, the service of the treasury, 
dispositions spéciales, and moyens de services et dispositions annuelles. 


*? Henry Chéron, Rapport au Sénat, December 10, 1926, no. 656, p. 52. 
See infra, Chapter IX. 
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increased by the customary delay in voting the budget. 
This fault in the French political procedure became a very 
serious handicap as the expenditures of the government 
changed rapidly. It was based on a long-standing tradition. 
When Parliament refused to pass the regular budgets be- 
fore the beginning of the year, provisional grants were made 
on the basis of the past needs of the various branches of 
the government. Since it was impossible to make this an 
accurate estimate of future needs, there was every excuse 
and temptation for the different departments to exceed 
the amounts granted. Extravagance was the natural result 
of such a state of affairs. It was not even possible to judge 
accurately at the end of a year what expenditures had been 
made, since the various accounts were kept open for several 
years. Supplementary appropriations for a given year could 
be made some years later and the accounts for any year 
were not finally closed for a period of ten years. It will be 
readily seen that such a system could not be controlled by 
public opinion nor even by parliamentary action. The in- 
tricacies of the system were too great, publicity was made 
impossible, and extravagance was invited by the method of 
keeping the accounts. 

The delays and complications which were responsible 
to a certain extent for the budget deficits during and after 
the war were less significant, however, than were the more 
serious difficulties growing out of the system of taxation. 
The first main characteristic of the French taxation was 
its complexity, the second was the large proportion of 
indirect taxes. This situation was the result of a long-stand- 
ing tradition and was presumably fairly well adapted to 
prewar France. Even if this is granted, however, there can 
be no justification for the large number of nuisance taxes, 
such levies as those on doors and windows! and the long 


*Germain Martin, op. cit., p. 59. The tax on doors and windows, one of the 
quatre vieilles contributions, was not finally abolished till 1917. The others 
of the four were those on land, movable property, and occupations. They 
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lists of small contributions. There were innumerable tax 
laws, many of them placing levies on commodities and most 
of them indirect in form, that is, taxes that are shifted 
to the consumer. It is difficult to draw the line between 
direct and indirect taxation, particularly as the French use 
the phrase in a way different from that familiar to Ameri- 
éan economists.: Moulton says that eighty-two per cent of 
the total taxation is indirect, but he seems to be following 
the French classification.” It is probable that the percentage 
is lower than eighty-two because some taxes included under 
indirect by the French, such as the registration tax, seem 
to be essentially direct taxes according to American usage. 
The French distinction is based on the method of adminis- 
tering the taxes rather than on where the ultimate burden 
is borne. Two of the largest later sources of revenue, the 
income tax and the business turnover tax, did not exist 
before the war. The addition of these taxes and the very con- 
siderable increase in the levies on inheritances changed the 
balance from indirect to direct taxation. After the war the 
resources from the two kinds were almost equal and formed 
for this reason a much more stable basis for the budget than 
did the former system with its very large preponderance of 
indirect taxation. A small part of the income of the state 
was derived from the state domaine, lands and forests, and 
from state monopolies, such as the tobacco and match. Other 


had been condemned before but the legislation doing away with them was 
not quite complete at the outbreak of the war. See also Edgar Allix, op. cit., 
p. 136. 

1 Edgar Allix and Marcel Lecerclé, L’Impét sur le revenu (Paris, 1926), 
vol. i, pp. 9, 10. 

2Moulton and Lewis, The French Debt Problem (New York, 1925), pp. 
53, 412. 

? Etienne Clémentel, Inventaire de la situation financiére de la France 
au début de la treiziéme législature (Paris, 1924), p. 130. The business turn- 
over tax, or chiffre d'affaires, was first collected in 1921. There is some 
question as to whether this should be considered as a direct or as an 
indirect tax. A part of the burden is undoubtedly passed on to the con- 
sumer in the form of increased prices. A part, however, is a deduction from 
the profits which the business man would otherwise pocket. 


FRANCE IN 1914 59 


enterprises of the government, such as the post and the tele- 
graph, on the other hand, were liabilities and not assets, 
since they had to be aided by substantial subsidies. A glance 
at the intricate French official statement of revenues leaves 
one in a state of great confusion. It is obvious, however, 
after analyzing prewar resources, that the larger part of 
the income of the government was derived from the taxes 
on various commodities, which are clearly indirect taxes; 
that some came from registration taxes and others which 
may be considered direct; that a smaller part was derived 
from the state monopolies and domaines; and that no net 
revenue accrued from the state enterprises. 

Let us consider briefly the practical significance of the 
dependence on indirect taxation. In the first place, the 
large number of tax laws involved made it difficult, from 
the point of view both of legislation and of collection, to 
make any notable change in these laws when war expendi- 
tures led to increasing budget deficits. In the second place, 
the taxes which influenced very directly the price of com- 
modities were peculiarly difficult to alter when the cost 
of living was rising rapidly and when a serious social dis- 
turbance would have hampered the chance of military vic- 
tory. There were difficulties in the way of increasing the 
percentage of taxation on commodities. It must be ad- 
mitted, on the other hand, that there was some automatic 
increase of revenue from this source, since the rise in prices 
increased the yield of the taxes in some cases. This advan- 
tage was more than offset, however, by the loss which re- 
sulted from the invasion of the North. 

It is quite obvious, in retrospect, that if the government 
1ad put the income tax into operation before the war, 
France would have been able to increase this tax in the time 
af greatest need, and would have found revenues greatly 
1ugmented. The increase in an income tax, once the princi- 


* Bulletin de statistique et de législation comparée (January 1, 1913), 
p. 71-77. 
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ple has been accepted, is easier to put into effect and less 
objectionable politically than are taxes on commodities 
which are consumed by the public in general. England was 
equipped with such a system of taxation. France had already 
passed the legislation necessary to put it into effect before 
the war. The income tax was voted only after a long struggle. 
It had been proposed as long ago as 1848, but not until 1907 
was the project seriously advocated. It was then that Joseph 
Caillaux, Minister of Finance, tried to reorganize the finan- 
cial system.1 The proposal met with severe opposition and 
was not passed till March 29, 1914. It was passed too late 
to be of any considerable use in the war, which broke out 
so soon after. Surely it was very difficult to institute radical 
change in the financial system during the early years of 
the war. It would have been quite possible, on the contrary, 
for the French to have increased existing levies, if, as in 
England, the income tax had been in good running order 
for some time. In this fact lies a considerable part of the 
difference between French and English finance. The very 
great need of the treasury, however, led the French to put 
this tax into effect in 1916.2 It did not become a very large 
source of revenue, however, until after the armistice. It 
is conceivable that this tax might have cut the budget 
deficits by eight or ten billion francs if it had been passed 
a few years earlier. 

In spite of the inadequacy of methods in public finance, 
the complex body of laws, and methods of administration, 
it is nevertheless true that the Frenchman was heavily 
taxed before the war. The total revenue derived from taxa- 
tion in 1913 was more than four billion franes and the total 
public revenue including the income from monopolies and 
other sources was more than five billion franes.? If this 


1 Edgar Allix, op. cit., vol. i, pp. 141, 150. 

? Edgar Allix, op. cit., vol. ii, p. 332. 

®L’Annuaire statistique de la France, 1924, pp. 160, 173. Figures given for 
total receipts are: central government, 5,091 million frances; departments, 
612 million francs; communes, 1,071 million francs, 
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sum is reduced to a per capita basis by dividing by 39 mil- 
lions, the estimated population of France, the taxation 
amounts to 104 franes per person and the total revenues to 
130 franes per person.’ The figures as here given include 
only the revenue of the central government and not that of 
the departments and communes. If this burden is compared 
with that of other countries, it is apparent that the French 
paid a large part of their income to the government. The 
per capita taxation, for instance, without any allowance for 
the very great difference in the per capita income, was 
higher than that in the United States. Professor Seligman 
estimates the French per capita tax at $25.00 and that in 
the United States as $22.95. That of Great Britain was 
but slightly higher than that of France, $26.89, and Ger- 
many collected a much smaller sum than the other three, 
$15.98 per person. 

It is necessary to carry the comparison of tax burdens 
further in order to see the full significance of the sums col- 
lected in the various countries. It is customary to present 
the figures as percentages of the national income. This prac- 
tice is subject to the criticism that the national income is 
itself a figure very hard to arrive at. The significance of 
such a comparison will be realized when one considers that 
the prewar per capita income of the United States is gen- 
erally estimated as more than twice that of France. It is 
obvious, therefore, that the same per capita taxation would 
bear much more heavily on the poorer nation than it would 
on the United States. Even though it is impossible to ar- 
rive at precise figures for these ratios, it is well to consider 


*Some of the estimates found in other sources differ from those given 
here. This is in the main due to the difference in including or excluding the 
lomaine, exceptional resources, departmental or communal receipts. Some 
of the figures given are: Clémentel, Inventaire, p. 106, 104 frances; Na- 
jional Industrial Conference Board, Inter-Ally Debts (New York, 1925), 
). 82, 128 francs; E. R. A. Seligman, Essays in Taxation and Public Finance 
‘New York, 1926), pp. 35, 41, $25.00; Moulton and Lewis, op. cit., p. 56, 
31 frances. 
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the estimates made, since the difference is so great as to 
demand attention. Harvey E. Fisk of the Bankers Trust 
Company has made a study which gives the comparative 
burdens in terms of the national income. 


TABLE III 
PERCENTAGES OF INCOME ABSORBED BY TAXES’ 
1913 

Taxes Total Revenues 
France cee steer 9.04 iL 7A 
Greate Britains 7.03 als 
Beloiumigcs canes cece tere 6.27 9.36 
Germany Gen racwen ceria 4.84 Doo 
United's Statesmen 1.95 2.03 


The National Industrial Conference Board gives an even 
higher estimate than Fisk’s of the amount paid by the 
French in taxes before the war. It states that 13.3 per cent 
of the national income was paid in to the government.? 
The difference is apparently due to the inclusion in the 
latter case of local taxes. In both studies, however, France 
stands at the head of the list as the heaviest taxpayer.’ 
Professor Seligman, who estimates the tax burden as 14.1 
per cent of the national income‘ differs from the others in 
using a lower figure for the French income. Despite the 
small difference between the various studies, the general 
conclusion is the same in every case. France was very heav- 
ily taxed before the war. The investigations of the French 
Service on Reparations are to the same effect. The condi- 
tion of government finance was not favorable to the as- 

7H. E. Fisk, Inter-Ally Debts (New York, 1924), pp. 322-323. 

? National Industrial Conference Board, Inter-Ally Debts (New York, 
1925), p. 82. 

°J. C. Stamp, “National Wealth and the Income of the Chief Powers,” 
Journal Royal Statistical Society (July, 1919), p. 491. Stamp accepts the 
estimate for the national income of France as 1,500 million pounds in 1914. 
This is based on the work of Pupin and Théry. 


“E. R. A. Seligman, Political Science Quarterly (March, 1924), p. 142. 
He estimates the national income as 36,000 million francs in 1913. 
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sumption of new burdens. There was very great danger 
that further increases in the budget might lead to national 
bankruptcy. 

One further fact must be noted in connection with the 
budget and taxation. This is the loss of resources due to the 
invasion of the north of France. The ten departments in- 
vaded represented before the war approximately four and 
a half million people.t Moreover, many of the more im- 
portant industries as well as some of the best agricultural 
lands were cut off by the war. The textile interests of Lille, 
Roubaix, Reims; the mines of Lens and the North; the 
sugar refineries, and steel mills of the northern provinces 
were either devastated or in the hands of the Germans. 
The revenues which had come from these active industries 
had been a considerable part of the total. The most produc- 
tive regions lay near the frontier and, therefore, were sub- 
ject to the losses of war. The effort which France made to 
increase taxes barely offset the losses due to invasion. Ex- 
penditures were increasing by leaps and bounds, and the 
deficits were inevitable.? 

The main economic difficulties which circumscribed 
French action in public finance were, then, the badly ar- 
ranged system of taxation, the fact that budget burdens 
were already excessive, and the loss of some of the most 
productive frontier territory. In addition to these limiting 
factors, the political situation which always affects finance 
so directly was quite unsatisfactory. The National Indus- 
trial Conference Board Report and the others have ex- 
plained the low taxation during the war partly on the 
grounds of the loss of territory and partly by the political 
difficulties. 


*E. Michel, La Situation financiére et Vachévement de la reconstitution 
au 31 décembre, 1925 (Paris, 1925), p. 51. 
aA: Ribot, Exposé des motifs, Bulletin de statistique et de législation 
comparée (November-December, 1914), p. 456. There was a marked decline 
in tax receipts at the beginning of the war. 
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A more significant factor [than the invasion] in explaining the 
slowness with which the French fiscal system responded to the 
war needs was the unsatisfactory political situation which per- 
sisted throughout the period.t 


This state of affairs has been indicated in the discussion of 
the instability of the French government ” and in the brief 
mention of the long struggle necessary to put through the 
legislation on the income tax. There was in addition to this 
a degree of sectionalism in France which one might not ex- 
pect in so small a territory. Some regions were less disturbed 
by war than others, and so were less interested in making 
the sacrifices which were demanded of them. 


Tue Heavy INTERNAL DEpt 


The second main characteristic of French financial life 
was the very heavy internal debt. This constituted a most 
unfavorable influence. It was in part responsible for the 
heavy budget requirements referred to above, and it limited 
the ability of the government to tax and to borrow. The 
debt amounted to 32,594 million francs in 1913, and was 
larger than the debt of England, Germany, Belgium, or 
the United States. It absorbed 27.3 per cent of the budget 
expenditures in France in 1913.4 Nearly half the capital 
sum of this debt was the heritage of the Franco-Prussian 
War, but it had been augmented by reason of unsound 
budget practices and large military outlays.® 

There had been a measure of public approval of the debt 
situation, despite the fact that it bore heavily on the people 
in the form of taxes. It is sometimes said that a gOv- 


* National Industrial Conference Board, op. cit., p. 84. 

7See supra, Chapter I. 

*Henry Chéron, Rapport aw Sénat, no. 84, 22 février, 1926, p. 277. 

*Morgan and Company, Statistical Atlas (unpublished, Paris), p. 5. Of 
the rest of the budget, military expenses took 31.1 per cent and 41.6 per 
cent went to the other departments and services. 

*See supra, Chapter II. *Hon. George Peel, op. cit., p. 41. 
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ernment benefits from a large debt held in the. form of 
government securities well distributed throughout the 
population. It was thought in France that the habit of sub- 
scription to public loans was a good one to form in the 
nation. Thus, it was argued, there was an increase in stabil- 
ity and the interest of the people in the affairs of the state. 
Later events, however, proved these advantages to be il- 
lusory. There was a very small margin of savings for the 
government to count on. When the treasury floated its 
loans it found that they were supported almost entirely 
by war inflation. They were financed in very small part by 
new and voluntary savings. It was inevitable that this 
should be so. The state had already absorbed a large part 
of the national income. In 1914 it could seize the real 
wealth of the country only by the roundabout method of 
inflation and through loans which brought back a consider- 
able number of the new notes to the treasury. The situation 
which had been viewed complacently aggravated the seri- 
ous difficulties in time of war. 

One further fact in regard to the debt should be noted 
at this point. Although the paper or nominal value of the 
prewar debt was a small part of the total indebtedness af- 
ter the war, it formed a serious obstacle in the way of rapid 
stabilization of the depreciated currency. Those who had 
subscribed to the 32 billion francs’ worth of prewar rentes 
and other securities had bought them with gold frances. 
They had invested their hard-earned savings in these gilt- 
edge securities in order to be able to live on the income in 
their old age. There were large numbers of such people. 
They constituted in some respects, then, the backbone of 
the French nation. They were not the rich but were, rather, 
the farmer, the wage earner, the petty official, and the 
intellectual worker. When it began to be apparent that the 
paper value of their holdings had diminished to a gold value 
of one-fifth in comparison with prewar value—to say noth- 
ing of the depreciation of the market value of such gov- 
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ernment holdings, which fell to very low levels in Paris— 
they felt very bitter against the parties in control. It be- 
came difficult or impossible for any government to handle 
the situation in a purely rational way. Although it is prob- 
able that stabilization a few years after the armistice, cer- 
tainly by 1925 or 1926, would have led to greater produc- 
tive power and to less financial unrest, it was impossible 
for the government to alienate the large number of inves- 
tors in the prewar debt. It was difficult enough to face the 
loss involved in the depreciation of investments in indus- 
trial concerns, but the deliberate devaluation of the gov- 
ernment debt seemed like a dishonorable act. It was not till 
stability at a low level had been an accepted fact for two 
years that the government could recognize this fact by the 
laws necessary to preserve stability. 

France before the war had the heaviest debt of the west- 
ern European nations. After the war she was more heavily 
burdened than any nation except Germany, in terms of 
her national income. If the prewar debt is calculated on 
its former gold value, it is evident that it represented half 
the crushing burden which brought France so near to bank- 
ruptcy. If this debt had been smaller, it is probable that 
France could have met the demands for interest payments 
on the rest of the debt, let us say 150 billion paper francs 
capital value, after the deduction of 150 billions as the 
equivalent of the prewar debt in gold. The government 
might even have brought the france part of the way back 
towards its prewar value. Since this was far from the actual 
situation, however, she found herself faced with billions of 
dollars of interest charges and a very intense feeling of 
bitterness on the part of those who had lost through their 
investment in government bonds. 


CoNnDITION oF Private Finance Not FAvoraBLe 


The condition of French private finance in 1914 was not 
favorable to the prosecution of a long war. This was a re- 
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sult both of the general nature of the credit structure and 
financial practices, and also of the unsettled state of affairs 
existing in the months just prior to the war. So striking is 
this latter fact, that it is hard to refrain from the comment 
that wherever the blame for the war may lie, August, 1914 
was extremely unpropitious for France so far as finance is 
concerned. However this may be, one must focus on the 
most important facts bearing on the franc, essentially vari- 
ous and complex, and leave outside this field all questions of 
“war guilt.” 

It is necessary first to consider briefly some of the char- 
acteristics of banking and credit in France. The general 
nature of the prevailing financial practice is well known. 
The check, for instance, was little used in France. A com- 
paratively large number of payments were in fact made in 
gold. Most of the rest were made in the notes of the Bank 
of France, or in silver which circulated side by side with 
gold. Deposits in French banks were not large in 1914.1 Be- 
fore the war comparatively few banks belonged to the Clear- 
ing House and most of the clearing was done through the 
Bank of France. It was not until 1926, in fact, that 
the Paris Clearing House rivaled the Bank of France in the 
total value of checks cleared.2 The growth in clearings 
since 1913 is a striking indication of the gradual increase in 
transferability of bank deposits as compared with currency. 
Nevertheless, even after the war the French still used checks 
very much less than the Americans or the English. This 
state of affairs, while it is somewhat adapted to the French 

*Germain Martin, op. cit., pp. 18, 19. Deposits in the five large London 
banks were 31 billions, whereas the four large French banks had only 5 
billions in 1914. 

? Fisk gives the value of checks cleared by the Bank of France as 310 
billions in 1913 (French Public Finance, New York, 1922, p. 249), whereas 
the clearings of the Chambre de Compensation were slightly over 18 billions 
(Bulletin de la statistique générale, vol. xvi, no. 2, 1927), p. 147. In 1926 the 
clearings of this Paris Clearing House were approximately 546 billions. The 
clearings of the Bank of France had increased but not in the same pro- 
portion. 
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temperament and manner of doing business, shows a lack of 
the most economical methods of handling gold reserves and 
of canceling credits throughout the country. It is obvious 
that the more highly developed banking procedures are 
efficient both in their sparing use of the precious metals and 
in the speed with which credits and debts are offset even 
over large territories. There are, moreover, great possibili- 
ties of expansion in a system of payment which is based 
mainly on credit. Such a system is free, to a certain extent, 
from political hindrances and is not subject to so much in- 
terference as is the note circulation. 

Another feature of the French financial life before the 
war was the stability of the discount rate of the Bank of 
France.1 The Bank did not use this instrument in an ag- 
gressive way either for the control of internal credit or for 
the regulation of the flow of gold in and out of the coun- 
try.? The rate was three per cent most of the decade pre- 
ceding the war. The French were not used to frequent 
changes in the bank rate, nor did they like to use it to bring 
about pressure on the internal credit situation. It was 
for this reason, perhaps, that the changes in the rate dur- 
ing and after the war were not well received and did not 
help the Bank in its efforts to lessen speculation or solidify 
the credit situation. The policy of France was notably dif- 
ferent from that of England. It is not possible to say just 
what she could have done had she used this banking instru- 
ment frequently before the war. It is obvious that she could 
not use it to any considerable extent in view of her long 
tradition of discount rate stability. 


*Charles Dunbar, The Theory and History of Banking (New York, 
1922), pp. 175, 192. 

* Auguste Arnauné, La Monnaie (Paris, 1926), p. 198. M. Arnauné states 
that the Bank of France used the premium on gold rather than the increase 
in the discount rate at times when the metal was leaving the country too 
fast, in order to avoid the apprehension caused by changes in the discount 
rate. 

*L’ Annuaire statistique, 1922, p. 2. 
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It is safe to conclude that credit before the war was com- 
paratively little under the control of the Bank of France. 
There was a natural caution in business and financial 
dealings which made possible a stability which might not 
otherwise have prevailed. Despite this conservatism, how- 
ever, there had been a considerable mushroom growth of 
small banks before the war. Many of these had sprung up 
suddenly outside the system which was controlled to a con- 
siderable extent by the few large banks.! The very fact 
that credit instruments had not been used as much as in 
other countries left the way open for many adventuresome 
and perhaps irresponsible men to go into banking. Often 
they began business with limited resources and were not 
subject to adequate control, so that their aims were not 
harmonized with those of the more responsible banks.? 
Moreover, the situation of one of the large banks, the So- 
ciété Générale, was very weak in July, 1914.8 It escaped 
a serious catastrophe by the aid of the Bank of France. 
There had been a quite unwarranted withdrawal of funds 
from this bank in the spring of 1914, which threatened the 
security of the other large banks because of its effect on 
confidence. The fact that the situation of the large and 
small banks was unsatisfactory threw an added burden on 
the Bank of France, or rather on the treasury, for it was 
the treasury which came to dominate French financial life 
as the expenditures and borrowings of the government in- 
creased. 

The financial situation was further complicated in 1914 
by the flotation of the 314 per cent amortissable govern- 
ment loan. The decision had been made early in the year 
to borrow 805 million francs, a fairly large sum for the pre- 
war period, to cover outlays for national defense and for 


*Germain Martin, op. cit., p. 18. The importance of the four leading 
banks, the Crédit Lyonnais, Comptoir d’Escompte, Société Générale, and 
the Crédit Industriel, is here indicated. 

? Hon. George Peel, op. cit., pp. 1-9. 

*>Germain Martin, op. cit., p. 105. 
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use in Morocco. The success of this issue seemed assured 
in the first few days of public subscription. It was reported 
that it was many times oversubscribed. It is possible, in- 
deed, that the fact that requests for shares had to be re- 
fused? may have been one of the things which led to 
the subsequent reaction. In any case, the securities were 
mainly in the hands of speculators and of banks and had 
not been absorbed by the general public at the time the war 
broke out. | |i 

Ribot described the situation in his 1914 budget report. 


At the moment of declaration of war the loan was for the 
most part a heavy charge on the credit institutions or on those 
who had bought for future payment and had great difficulty in 
meeting their obligations. . . . Payments made to the treasury 
on the loan amounted to 387 million francs on September first 

. and to 515.7 millions on November thirtieth... 3 


The embarrassment of the banks due to this and other 
causes made it necessary, in fact, for the central bank to ex- 
tend them credits and, on the other hand, it definitely lim- 
ited their power to help the government. The Bank of 
France increased its discounts by about three billion francs 
in order to relieve the situation. It thus furnished the banks 
with cash in return for commercial paper and made a con- 
siderable number of loans to agents de change.* 

In regard to private as well as to public loans the situa- 
tion was not very sound in 1913 and 1914. The Bourse had 
been rather troubled for political and economic reasons.® 
The new government loan was looked on with some dis- 
favor. The impending income tax law and the general dis- 
cussion of public finance had had an unsettling effect. There 
was some distrust of the market situation and, although 

*Germain Martin, op. cit., p. 53. 

* Le Pour et le contre (Paris, July 12, 1914). 

“A. Ribot, Exposé des motifs, Bulletin de statistique et de législation 


comparée (November-December, 1914), pp. 452, 453. 
*Ibid., p. 453. *The Economist (London, April 4, 1914), p. 828. 
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the discount rate was low, investment in securities was not 
very active. Germain Martin sums up the situation in his 
discussion of French finance. 


The Paris market from January, 1914 on had, then, plenty of 
idle funds and it had placed them freely in foreign government 
securities. There was difficulty, on the contrary, in floating a 
French loan on our market because, although the technical situa- 
tion was not bad, there was a rather unpromising political state 
of affairs. 

The capitalists were put out with the government and doubted 
the future measures of a parliament which would discuss ways 
of putting in force a tax on personal property. 


If internal politics were uneasy, the situation in foreign 
politics was even more alarming. There had been war in 
Mexico and the Balkans and the increase in the armaments 
in many countries was most alarming. Altogether, it was 
a time of change and uneasiness rather than of sound and 
confident economic activity.” 

The nature of French foreign investments should be con- 
sidered at this point. The importance of capital invest- 
ments abroad has already been alluded to. The French 
had accumulated a large number of foreign investments 
which furnished a substantial income before the war. The 
sum is variously estimated as about 45 to 50 billion franes.‘ 
The unfortunate fact about these investments was that 
they had been influenced to a considerable extent by cer- 
tain government policies. Even though the placing of the 
investments was determined by the individual, government 
influence had led to the choice of a considerable number 


*Germain Martin, op. cit., pp. 54, 55. 

? The Economist (London, May 23, 1914), p. 1183. “The existence of a 
critical state of affairs on the Bourse is generally recognized.” 

*See swpra, Chapter I. 

“Germain Martin, op. cit., p. 33. Germain Martin here gives 50 billion 
francs. Moulton, op. cit., p. 20, gives 45 billions. Other estimates are in 
substantial agreement with these two. 
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of Turkish, Austrian, and Roumanian securities, and a very 
large number of Russian investments. Eleven billion franes 
are said to have been placed in Russia alone and approxi- 
mately ten billion in the other countries mentioned here. It 
may be seen readily that even if war had not directly in- 
volved all of these countries the investments were not well 
placed with a view to security. With the particular align- 
ment of warring countries which followed the declaration 
of war with Germany, the larger part of these investments 
was a total loss. Whereas investments which had been bet- 
ter distributed might have been a means of paying for 
foreign purchases, France was suddenly deprived of a very 
important part of her yearly income. They could not help 
either to right the balance of payments or to swell the in- 
come of individuals. 

The loans which the government had made before the 
war were in character much like those of its citizens. They 
were placed with a view to cementing political alliances 
rather than in the interests of security. These government 
loans were not large compared with those of private invest- 
ors. They would not have caused the state any serious diffi- 
culty if it had not been for considerable sums advanced to 
Russia,? both before and after the outbreak of the war. 
These advances might have been looked at in a different 
light if the war on the eastern front had continued till the 
armistice. Since Russia capitulated before the most critical 
months of the struggle, however, the original investment 
was of little avail. Germain Martin criticizes the gov- 
ernment, not only for favoring such large investments in 
Russia, but also for permitting the loans to be diverted 
from constructive purposes to unproductive uses, so that, 
even if Russia had been a permanent ally, she would not 


*The government has taken some responsibility in regard to Russian 
investments, paying a certain small percentage of the original value to 
those holding Russian securities. This relieved to a slight extent the hard- 
ship resulting from these unsound investments. 

* Moulton and Lewis, op. cit., p. 17, especially note 3. 
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have owed her strength to a very great extent to these 
loans. He sets the amount of public and private loans at 
12 or 13 billion francs. More than 6 billion francs were ad- 
vanced. by the government, making a total of about 20 
billion franes.1 

Moulton estimates that “something like 23 billions— 
mamely, those invested in Russia, the Succession States, 
and the Levant—have been rendered valueless for many 
years if not permanently.” 2 Some of the weakness in this 
investment situation could not be realized before the war. 
There were sufficient indications, however, to warn a gov- 
ernment against such heavy loans to eastern Europe. 


FrencH TrabDe Supsecr To Oursipe INFLUENCES 


It is necessary to note that French commerce in goods 
as well as in capital was not independent of outside influ- 
ences. There has been a fairly generally accepted notion 
that France was less dependent on foreign trade than other 
comparable nations. In fact, it is sometimes said that 
France is self-sufficient and can go her way alone without 
many imports from other countries. These ideas misrepre> 
sent the real state of affairs. It is true that in comparison 
with England, a country that would starve if isolated, 
France might be considered self-sufficient. The value of. her 
foreign commerce, however, has been very large. It amounts 
to a larger per cent of her national income than does that of 
the United States and three-fourths that of England. Mey- 
nial gives the following comparison: 


PERCENTAGE OF PRODUCTS EXPORTED ° 


ROTAT ECCS SUA LCS te tie cus retook sds e coset oe 9 
TIAN GOW Ne RO eee ioe oe, eae ec eee eS 18 
COXCALRDItauil ey sted os fs Sil aed A ASE 25 


*Germain Martin, op. cit., p. 88; Etienne Clémentel, Inventaire de la 
ttuation financiére de la France au début de la treiziéme législature (Paris, 
924), p. 271. * Moulton and Lewis, op. cit., pp. 26, 333. 

*Pierre Meynial, Revue d’économie politique (N ovember, December, 
927), p. 1565. This estimate for the United States ten per cent of export- 
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As far as the imports are concerned, France was depen- 
dent on a number of basic commodities for normal indus- 
trial production. Such things as cotton, oil, rubber, coffee, 
copper, leather, and hides, and countless other staples came 
to her in large amounts from other countries. A number 
of the metals were practically unattainable in France. Oil 
was found only in small quantities. The development of 
colonial rubber and cotton, and other tropical commodities, 
had only begun and was negligible from a quantitative 
point of view. France was very far from being self-sufficient 
and, with the outbreak of war, which deprived her of fer- 
tile land and productive industries, she was more than ever 
in need of imports. In the changed circumstances, she 1m- 
ported huge quantities of wheat and other foodstuffs which 
she did not normally get from other countries. 

It must be granted, therefore, that France suffered as 
did other countries from the interruption of normal com- 
mercial relations during the war. The impression that she 
did not need imports is based undoubtedly on the fact that 
her production is fairly well balanced between agriculture 
and industry. Moreover, the prevalence of the small farm 
and the universal interest in market gardening gives an 
appearance of economic sufficiency which is not borne out 
by a more careful analysis. When one looks not to the 
little plots of ground which supplement the income of the 
factory worker, but to the larger estate cultivated with im- 
ported agricultural machinery and fertilized with imported 
chemicals, one realizes that the situation is not so simple as 
it seems at first glance. The clothes, for instance, that the 
peasants wear are largely made from foreign cotton or wool, 
the shoes of foreign leather, and a considerable number of 
the instruments and much of the capital equipment are 
made of foreign metal. 

In fact, France is more dependent on foreign trade than: 


able products exported is frequently given, though some consider it too 
high. See Commerce Yearbook, 1926 (Washington, 1927), vol. i, p. 90. 
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many other nations, if one considers the invisible items as 
well as the visible. The importance of the tourist expendi- 
tures in France has already been stated. It should be re- 
membered in estimating the effect of the war on her eco- 
nomic life, that the dependence of France on the tourist 
made her particularly vulnerable, since it cut off a large part 
of her revenue and led to the inactivity of some of her im- 
portant industries. It is true that a number of other coun- 
tries had enjoyed this same type of income, but most of 
them not to the extent to which France did. They were not, 
perhaps, so seriously affected by the sudden cessation of 
this form of commerce. It is true that France gained some 
revenue from the expenditures of foreign troops on her ter- 
ritory. Nevertheless, the interruption to an important eco- 
nomic enterprise was a serious affair. 


Some Goop Asprcts or Frenci Economic Lire 


There were, however, certain elements of strength in 
the organization of French economic life. There were cer- 
tain advantages in the small productive units, in the gen- 
eral interest in agriculture, in the conservative, careful 
workmanship and in the way in which different industries 
and interests were well distributed throughout the country. 
There may have been some good features, even, in the credit 
system, despite the inadequate development of some as- 
pects. One such element of strength was the large amount 
of gold and silver in the country at the outbreak of the war. 
he reserves of the Bank of France and the gold and silver 
n hoards represented a fairly large amount of wealth. 
Little of this was used effectively during the war. A con- 
siderable amount of that in private hands was hidden or 
xported secretly. Some of it, however, was paid into the 
reasury, and the Bank of France. The government made 
ts appeal to patriotic sentiments and passed laws aimed to 

*See supra, Chapter I. 


76 THE FRENCH FRANC, 1914-1928 


prevent the private circulation or export of the precious 
metals. Even though these measures were only partially 
successful, France, after the war, very soon came to have the 
second largest gold reserve in the world.t While the im- 
portance of idle reserves is sometimes questioned, it is prob- 
able that they formed a basis of monetary stability in 
France which would have been sorely missed. It is possible 
that as conditions began to return to normal after the panic 
of July, 1926, the amount of gold in the Bank of France 
increased the optimism of the speculator in franes.? 

There were, moreover, certain characteristics, hard to 
analyze or describe, which stood France in good stead dur- 
ing the difficult years of the war. It is not possible here to 
discuss such intangible forces as the character and intel- 
lectual gifts of the French nation. In view of what has been 
said as to the economic unpreparedness of France—using 
the term unpreparedness in the broadest possible sense— 
it must be evident that other influences less easy to meas- 
ure and appraise were supporting the nation through the 
terrific struggle. It is probable that it will never be realized 
how difficult was that struggle. Those who saw worn old 
men entraining for the front after a few brief days of per- 
mission, who saw slender boys going off in their crude ill- 
fitting uniforms to fill the gaps in the front lines, realize, 
perhaps, to what extent France was pushed to the wall. Few 
know, however, of the threat of revolt and the actual signs 
of internal disaffection and conflict which were most alarm- 
ing in 1917. It is difficult or impossible to find in print any 
reference to events which were fairly generally known to 
have taken place. It is probable that the full story will never 
be revealed. 

*A. Ribot, op. cit., pp. 463, 464. Apparently the gold drawn from hand 
to hand circulation at the beginning of the war helped to pay some of the 
government expenses during those first months. 

*Le Pour et le contre (December 26, 1926). This periodical gives the fol- 


lowing estimate. The value is expressed in gold francs: United States, 14 
billions; France, 7 billions; and Great Britain, 5 billions. 
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That there was considerable determination of leadership 
and a rugged fortitude among the rank and file of the 
people must be generally admitted. So strong were these 
forces that they offset the economic disadvantages. Despite 
the bad condition of the budget, taxation, and debt, France 
came through the war and reconstruction without bank- 
ruptcy and without any general repudiation of her obliga- 
tions. Even in face of a poorly developed credit system, the 
lack of use of discount rate policy, and many unsound bank- 
ing institutions, industry managed to carry on and there 
was no serious crisis of unemployment and no prolonged 
financial panic. Even though there were tremendous losses 
of foreign investments, France managed after the war to 
build up again a considerable sum of foreign credits. The 
political situation, which was difficult before the war, got 
worse after the temporary union was dissolved. The tem- 
porary truce between the various warring parties was un- 
palatable and unnatural. It ceased abruptly when the im- 
mediate crisis was over. In the years after the armistice, one 
sees French political life at its worst. There was a complete 
inability to form a solid majority and, although this was 
not new, it was particularly distressing. These various handi- 
caps took their toll from the wealth of the French nation. 
They paid in money, in prestige, and in well-being. It 
was inevitable that France should suffer from the fact that 
she had neglected to put her financial house in order in 
the years preceding the war. . 


CHAPTER III 
Wark FINANCE AND THE FRANC 


A GENERAL survey of French economic life leaves a clear 
impression of a nation which had devoted thought and 
money to cementing certain political alliances and to keep- 
ing armaments in condition, but which was singularly ill 
adapted to finance war. It is not surprising, therefore, to 
find that many of the measures adopted during the war 
were ill-fitting expedients which increased the future bur- 
dens of the nation. It would be a mistake, of course, to 
exaggerate the extent to which nations can prepare for 
emergencies, and their ability to draw up financial pro- 
grams in a constructive way once war is in progress, even 
when conditions are sound. Nevertheless, the contrast be- 
tween France and England after the war has been empha- 
sized so frequently that it is well to remember that their 
situations at the outset of the war were not strictly com- 
parable. 

With a study of the war period, begins the analysis of 
the causes and effects of depreciation. In a sense, such a 
study is still introductory. During the war the situation was 
abnormal and freedom of action and trade were interfered 
with by many factors. So great was the interference in 
economic life, for instance, that internal depreciation went 
to considerable lengths while external depreciation was 
comparatively slight, because of pegging. Under more 
normal conditions it can scarcely be as great as it was 
during the war.! Because of these unusual circumstances, 

*The cost of the dollar increased about 8 per cent and the cost of com- 


modities in France about 248 per cent. 
78 
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consideration of the war period is primarily an attempt to 
explain what came after. War measures cannot be analyzed 
in great detail. We shall attempt to pass them rapidly in 
review. 

In considering the war period it is well to keep in mind the 
relation of various laws and provisions to the forces which 
have determined the value of the franc.1 These forces, it 
will be recalled, are three: quantity of money, balance of 
trade, and speculation or confidence. One can see the very 
direct bearing of war measures on these three influences. 
In the first place, the increase of the quantity of money and 
the increased purchases of goods and securities at the very 
outbreak of hostilities had a very rapid effect on prices, or 
the internal depreciation of the franc. In the second place, 
the disturbance to French exports and the rapid increase 
of imports was inevitably a factor in the temporary as 
well as the later decline in the exchange value of the franc. 
In the third place, confidence, both in the success of the 
French armies and in the working out of French finan- 
cial plans, influenced very greatly both aspects of the value 
of the franc. It is obvious that one must assign some im- 
portance to each of these factors. The study of causes is lim- 
ited by the unusual interference with economic life, but the 
general influence of these factors on the franc must be ob- 
served throughout these years. 

The problem of the depreciation of the franc is a large 
one. It is possible to distinguish at least three degrees of 
depreciation—mild depreciation, severe depreciation, and 
collapse.” There might be some criticism of the use of the 


*See supra, Chapter I, pp. 17, 20, 27, 32, 37. 

*J. W. Angell, The Theory of International Prices (Cambridge, Mass., 
1926), p. 425. Angell says of the phrases of depreciation that they are four: 
“moderate depreciation, severe depreciation, extreme depreciation and col- 
lapse, and finally—a stage which may happily intervene at any point in the 
cycle—recovery and stability. .. .” It seems best to the writer to exclude 
recovery as being rather distinct from depreciation, and not to posit any 
theory of a cyclical movement in depreciation. 
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word mild for any of the recent war-time depreciation, but, 
in comparison with the other stages under consideration, 
it seems justifiable. Mild depreciation, then, we may say 
took place in England, and in France during the early years 
of the war. If, in the case of France, one emphasizes ex- 
ternal as contrasted with internal depreciation, the whole 
war period can be put in the first, or mild, phase. It is not 
possible to measure the exact limits where one degree 
ends and the next begins. In general, however, one may 
make one’s meaning clear by indicating that in the case of 
mild depreciation the return to par is usually desirable or 
at least possible. According to this use of the term mild 
depreciation, one must include most of the cases where de- 
preciation has not led to a 200 per cent rise in prices and ex- 
change rates. There was, for instance, very little serious 
doubt of the return of the pound sterling to par,’ even 
though depreciation carried it as low as $3.22, the average 
for February, 1920.2 There was, it is true, considerable dis- 
agreement as to the means and the date of returning to par, 
but with one or two striking exceptions most people con- 
fidently relied on a return to the former gold value till 
after 1926. 

During the war, then, whether one judges from the atti- 
tude which prevailed as regards the franc or from its value 
on the foreign exchanges, one may call depreciation moder- 
ate. After the war, on the other hand, there came a striking 
change. It is well, at this point, to look ahead to the very 
different conditions which prevailed in France from 1919 
on. The first year after the armistice was a critical one, also, 
for other European countries. Those who were destined to 
stabilize their currency later at a low value suffered very 
marked depreciation at this time. The German mark fell 
from 9.64 cents in February, 1919, to 7.95 cents in March, 


*There was considerable agitation against the return to par but official 
and banking opinion was practically unanimous. 
*U. S. Senate, Foreign Currency and Exchange Investigation, p. 453. 
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1919.1 By the end of the year it was worth only 2.10 cents, 
or, to express the values in another way, the cost of the 
dollar had increased 350 per cent in about twelve months, 
and about 1000 per cent since 1913; recovery was scarcely 
possible. The Italian lira also fell sharply during 1919. It 
fell from 15.75 cents to 7.66 cents.2 The course of the ex- 
change rates of the other belligerents was similar. 

Severe depreciation such as followed the war will be con- 
sidered in the chapters which follow. It is mentioned here 
in order to throw into relief the two degrees of depreciation. 
It must be remembered that even the very marked changes 
in value which came with the war were moderate in com- 
parison with the later declines. It is very necessary to distin- 
guish as far as possible between the different economic 
relationships which prevail with different degrees of depre- 
ciation. Even though definite mathematical limits can- 
not be set, the difference in types is distinguishable. In so 
far as a quantitative measure can be used, one may say ten- 
tatively, as above, that return to par is hardly possible after 
the exchanges and price levels have increased more than 
two or three hundred per cent. Such a figure is suggested 
with many reservations and is based almost wholly on a 
study of the French case. It is not set forth as a positive 
or clear-cut limit, nor one on which later argument should 
stand or fall. It gives merely a hint of the extent to which, it 
seems, depreciation may go without making a return to 
par impossible. This figure has been chosen because it 
seems, from a close observation of French life, that the value 
relationships, the condition of industry and public finance, 
were not thrown hopelessly out of joint until, in 1919, de- 
preciation had passed this point. It is, of course, impossible 
to offer incontrovertible proof. This much, however, will be 


*U. S. Senate, Foreign Currency and Exchange Investigation, p. 531. 
What really happened was that a new mark was substituted when the old 
mark had fallen to about one trillionth of its former value. 

*Ibid., p. 506. 
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admitted by all students of recent cases of depreciation— 
that there is somewhere a point where the relationships of 
various economic factors change sharply. There is a point 
where speculation becomes extremely important and all 
other factors become relatively unimportant, although the 
exact moment at which the transition takes place must be a 
matter of some doubt. Moreover, if one carries the analysis 
into the next phase, the period of collapse, or near collapse, 
one finds still different influences and connections. In the 
time of wild panic, the extreme shortage of monetary me- 
dium, as compared with the level of prices despite the rapid 
increase of notes, is indicative of the cumulative force driv- 
ing a currency to destruction. Such a situation was evident 
in Germany. The discussion of the later phases of deprecia- 
tion must, however, be postponed. It is necessary to con- 
sider first the causes and conditions of the first decline of 
the franc. Depreciation in France during the war was sim- 
ilar in many respects to other cases which have been sub- 
jected to careful scrutiny, such cases as the greenbacks and 
the pound during the restriction period, for instance.1 

A general survey of war conditions must be based to a 
considerable extent on the various laws, loans, and changes 
in the price structure which are to be observed from 1914 
to 1919. The steps taken by the government to protect the 
franc and to increase its resources are first in importance. 
The more general economic influences will be considered af- 
ter these have been summarized. 


THE DesperATE Errorts or 1914 


The war-time depreciation of the franc may be divided 
conveniently into three main periods. The first, which is 
*The National Industrial Conference Board, Inter-Ally Debts and the 
United States (New York, 1925), pp. 140-186. This study gives a convenient 
summary of five such cases. W. C. Mitchell’s books are the forerunners 


of other later works and supply much valuable material for a study of 
conditions of depreciation, 


Scale for prices Seale for 
and bank notes. exchange rates, 


400 


300 


c00 


Exchange rates 
(francs per dollar) 


100 


90 


1914 1915 1916 1917 1918 1919 


CHART IV 


PRICES, DOLLAR RATE AND NOTE CIRCULATION, 1914-1919? 
*See appendix for figures. 


83 


84 THE FRENCH FRANC, 1914-1928 


characterized by emergency measures and abnormal con- 
ditions in almost every phase of economic life, began in 
August, 1914 and lasted until April, 1915.1 The second, 
which is marked by an increase of financial codperation 
with England, the flotation of long-time loans, the resump- 
tion of more normal conditions in industry, and the difficult 
struggle to maintain the value of the franc, lasted until the 
entrance of the United States into the war. The third period 
began in April, 1917 and lasted until the armistice. It is 
characterized by a complete change in the import and ex- 
change situations, because of the financial support of the 
United States. The movements of the value of the franc 
during these years were various but at no time did its value 
fall below 18 cents on the exchanges and the value in the 
commodity markets, though declining, caused no great con- 
fusion nor fear of future collapse. 

The outbreak of the war in August came as a great 
shock, despite all the fears and rumors. The news of the 
invasion of Belgium, the mobilization of troops, and the 
immediate inauguration of emergency measures paralyzed 
for several days the economic life of the nation. A serious 
panic was avoided with difficulty. Every possible step was 
taken to avoid the failure of banks and business men and to 
keep industry running. Some of the various measures 
may be listed here; the more important ones must be con- 
sidered in more detail below. Of the very first importance 
were the laws which suspended specie payment and al- 
lowed the increase of the note circulation of the Bank of 
France. Closely allied to these provisions were the declara- 
tions of moratoria on bank deposits and various kinds of 
debts. Following very soon upon these laws and decrees 
came the internal loans, first short-time and, in the later 
period, long-time loans. As time went on, many regulations 
were put in force which aimed to keep down the cost of 


*Jules Décamps, Les Changes étrangers (Paris, 1922). M. Décamps 
divides the war period into three periods much as we have done here. 
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living and prevent suffering among the poorer classes. 
Such were the fixing of certain prices ; the rationing of coal, 
Sugar, gasoline, and various other commodities ; the tax- 
ing of certain luxuries; and relief allowances to the families 
of soldiers, to refugees, and to other victims of the war. 
There were also arrangements to encourage certain indus- 
tries, subsidies to wages in some cases, and the suspension 
of import duties on some important commodities. In addi- 
tion to this, the government took an unusual interest in 
what concerned transportation, foreign commerce, and the 
production of the necessities of life. 

Let us recall briefly the situation in August, and then 
proceed to the analysis of the laws of August 5, 1914. On 
August 1 the Germans mobilized on the French frontier. 
On August 2 the French were mobilized. The Bourse was in 
violent commotion and the exchanges were very high. On 
August 3 Germany sent an ultimatum to Belgium. On Au- 
gust 4 the British declared war on Germany, after declar- 
ing an ultimatum. The Germans crossed the frontier of 
Belgium on the following day and attacked Liége. Mean- 
while, the French had called an extraordinary session of 
Parliament, and on August 5 most of the emergency meas- 
ures were passed.* The next day the British called 500,000 
men into the field and the Germans retired from Liége; 
meanwhile the French gained a little ground at Mulhouse. 
The break between France and Austria came on August 10. 
It must be remembered that it was not until September that 


*H. E. Fisk, French Public Finance (New York, 1922), pp. 69-83. This 
book gives a clear and simple statement of the more important measures. 
Those which demand special attention here will be mentioned later with 
reference to the French sources. . 

*Le Pour et le contre (Paris, August 9, 1914). This weekly financial 
journal is the source of this description of events. 

* Journal officiel, Chambre, December 29, 1919, p. 5402. “L’Allemagne 
réalisait son agression en pleine crise de trésorie, d’emprunt et aussi en 
pleine crise du marché.” 

“Bulletin de statistique et de législation comparée (Paris, 1914), p. 135. 
See also below. 
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the Germans penetrated so far into French territory that 
they came almost within gunshot of Paris. During August 
the Bourse remained open,’ the government remained in 
Paris, and there was no realization of the probable length 
of the war. In September, however, the situation grew 
worse and the Bourse was closed on the third of that month. 
The French government moved from Paris and the next 
laws were promulgated from Bordeaux. 

The first period of severe strain was eased after the battle 
of the Marne. The financial and industrial mechanisms had 
withstood it well. After the first drive was over, however, the 
country had to look for the resources to keep up the long 
struggle. The more permanent measures were quite differ- 
ent in their nature and importance from the early ones. 

The laws of August 5, 1914, in addition to declaring a 
moratorium on debts coming due, provided for family al- 
lowances, raised the upper limits of the circulation of the 
Bank of France and the Bank of Algeria, and established 
cours forcé for the money.? The London Economist gives a 
convenient list of the main laws and provisions which are 
of interest here.* It classifies these as economic and finan- 
cial, 

A. Economic 

I. Suspension of import duties on wheat, barley, oats, 
maize, and hay 
II. Free importation of frozen meats and potatoes 


III. Embargo on salt exports and foods 
IV. Embargo on exportation of contraband of war 


B. Financial 
I. Declaration of temporary moratorium 
II. (a) Deposits of less than 250 francs may be with- 
drawn ; 
(b) Deposits over 250 francs, only 5 per cent could be 
withdrawn 


* The Tete (London, August 22, 1914), jh obey The markets which 
remained open “were reduced to impotence.” 
* Bulletin de statistique et de législation comparée, loc. cit., pp. 135, 136. 
Decrees of July 31 and August 1 had put into force similar moratoria. 
° The Economist (London, August 15, 1914), p. 321. 
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(c) Moratorium extended to insurance contracts 
(d) Relaxation of installment payments on French 
31% per cent loan 
008 ee bank withdrawals limited to 50 francs a fort- 
night 
IV. The issue of 5 and 20 franc notes 
V. Suspension of specie payments 


All these laws were aimed to strengthen the position of 
banks and industries so that production could go on unin- 
terrupted. Along with these financial changes came the 
increase of advances of the Bank of France to the state, 
but no public statement of this was made until December. 
The regular statements of the Bank of France were omitted 
during this period. 


INCONVERTIBILITY 


The importance of inconvertibility at such a time is uni- 
versally realized. The purposes were two. In the first place, 
it was necessary to prevent the flow of gold into hand to 
hand circulation. Paper money would otherwise have been 
presented to banks for redemption and the large amount of 
wealth in this form would not have been at the disposal of 
the state. In the second place, it made it easier to increase 
the currency if the changing relation of gold to paper were 
not clearly evident. With no legal connection between the 
precious metals and the paper money, it was not clear to all 
concerned that the paper was losing a considerable part 
of its value. This fiat money was therefore received with- 
out objection when it was tendered in payment of debts. 
The value of money, once the link with gold is broken, is 
a matter of speculation to a considerable extent; the situa- 
tion becomes different from that most often explained 
by the English classical theory. This theory relies on the 
effect of gold exports or imports on price levels to bring 
about a reaction, once the value of money has departed 
far from its norm. That is to say, if the value of the franc 


* Bulletin de statistique et de législation comparée, loc. cit., p. 463. 
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has declined in comparison with the pound, in the first 
place, gold would be exported to London, and English 
prices would rise. French prices, on the other hand, would 
tend to be depressed by the contraction of the means of 
payment. Then, in the second place, imports from France 
to England would increase because they became cheaper 
as compared with the rising English commodities. This 
would cause the value of the franc to rise again as the bal- 
ance of payments became more favorable to it. In the case 
of inconvertible money, on the contrary, no such sequence 
of events can take place. This is mainly because gold exports 
do not affect prices in the same way; there is no mechanism 
present to bring about a reaction. There is no decline of 
prices in France and no marked rise in prices in the other 
country. It is possible, in fact, that the credits granted 
to France to meet the payments which she finds in excess 
of her normal supply of credits will have an inflationary— 
not a depressing—effect on prices. It is not possible, how- 
ever, to prove that these will cause inflation in one coun- 
try alone. They are apt to have some effect on price 
levels in both countries. The credits do not leave the coun- 
try as definitively as does the gold in the illustration. They 
may remain for a long period in France, and, if this be the 
case, there is no force which will swing export trade the 
other way, since the price differential does not necessarily 
favor France. Such a state of affairs we find during the 
war. It is true that hostilities interfered very much with 
trade, but it is also evident that even after the war there 
was no force working strongly through price levels to bring 
the franc back to par. Inconvertibility sets up a special 
situation for which theory has not yet offered completely 
satisfactory explanation though the need for such explana- 
tion is recognized. 

The most serious attempt to find new limits which de- 
fine the zone of fluctuation of inconvertible money is prob- 

1See supra, Chapter I, p. 40. 
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ably that of Cassel! He says that new determinants that 
restrict the variation of exchange values are price levels 
within and without a country. These, he claims, bring about 
a reaction in the value of depreciated money. If its external 
purchasing power is out of harmony with its internal pur- 
chasing power—that is, if the franc should become so cheap 
in dollars that it would pay those with dollars to buy francs, 
and those with francs to buy French goods rather than 
American goods—the favorable turn in French export trade 
would lead to an increase in the value of the francs. This 
explanation, the purchasing power parities doctrine, has 
been considered in Chapter I.2 It need not be described 
further at this point, except to note this aspect of it, that 
it is an attempt to substitute a new par for the old par based 
on gold. Keynes and Gregory are among the important 
economists who follow Cassel in holding this theory of the 
exchanges.* We have cast doubt as to the working of such 
limiting factors in the French case. The internal purchasing 
power in France did not govern to any considerable extent 
the value of the france on the exchanges. Although both 
phases of value act on each other, the exchange rates seemed 
to dominate the price level within France. It is obvious, 
then, that if gold values no longer set limits to the fluctua- 
tions of a currency, if the external and internal values inter- 
act in a very complex and incalculable way, neither setting 
any outside limits on the value of the other, the out- 
standing characteristic of inconvertibility is the uncertainty 
of future values. On this fact rests the very great influence 
of speculation, which has been discussed in Chapter I. 


INFLATION 


Inconvertibility is a necessity, because without it the 


inflation of the note circulation would be much more diffi- 
*Gustav Cassel, Money and Foreign Exchange After 1914 (New York, 
1923), pp. 140, 147-162. *See supra, Chapter I. 
“J. M. Keynes, Monetary Reform (New York, 1924), p. 96. T. E. 
Gregory, Foreign Exchange (Oxford, 1925), pp. 82-85. 
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cult. Every country of importance went off the gold stand- 
ard for a part of the war period. Every country inflated its 
circulation to a certain extent. As for belligerent countries, 
war could not have been carried on very long without in- 
flation. It was used, both directly to pay the bills of the 
government, and indirectly to help the flotation of loans 
which brought money into the treasury. As far as con- 
cerns the neutral countries, inflation was forced on them 
by price conditions at home or abroad, and, in some cases, 
by the inflow of gold. 

There are various definitions of inflation, but though 
in practice there is usually little doubt as to when it oc- 
curs there is no entirely satisfactory statement as to just 
what it is.1 Some use the term as if they had in mind 
primarily the quantitative aspects of the situation, that is, 
the number of notes existing at a given time in comparison 
with some other time.? Others seem more concerned with 
the causal relation of money and prices. The difficulty in the 
use of the word arises because those who are talking of 
causes frequently speak as if an overissue of notes led to 
a rise in prices, which process they call inflation. In reality, 
the matter is far from being so simple. Suppose, as occurred 
in certain cases in France, through scarcity, goods rose in 
price, and this increase in value led later to an increase in 
the money to buy these goods, is this to be called inflation? 
Even though this represents a case which lies outside the 
simpler statements of the quantity theory, it is apparent 
that, in the broadest sense, this is inflation. The word be- 
comes almost unusable for general purposes if it is taken 
to imply that any increase in currency must necessarily 
affect prices. 
scot ae Pigou, “Inflation,” Economic Journal (December, 1917), vol. 
XXVii, 486-494. 

.2Professor Joseph Schumpeter has defined inflation as the disturbance 
of the relation between the stream of consumable goods and money 


incomes per unit of account. (Lectures, unpublished, Harvard University, 
April, 1928). 
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On the other hand, a definition of inflation must take 
account both of the means of payment and of prices. Haw- 
trey says that a definition is hardly necessary.’ Cassel at- 
tempts to view the matter on an arithmetical basis. He de- 
fines inflation as “the actual creation of artificial purchasing 
power.” * He then goes on to say in a later chapter that the 
“price level becomes under all circumstances the measure of 
inflation.” § Keynes calls inflation an “expansion in the 
supply of money to spend relative to the supply of things 
to purchase.” * In his later discussion he considers inflation 
as a means of taxation.® This emphasis on motive has a real 
value, for in cases of very great extension of purchasing 
power it is usually to fill some extraordinary need. The like- 
ness of the two phenomena, taxation and inflation, however, 
Stops at this point. The diffusion of inflation through the 
community is slow, and the effects on different kinds of in- 
comes differ greatly from those of taxation. Moreover, it is 
not necessarily true that the goods which the government 
buys with the printed notes are a net deduction from the 
consumption of the community, as compared with the pre- 
inflation consumption. Inflation is a dynamic phenomenon. 
It may lead to the production of greater volume of goods 
to be consumed. Taxation, on the other hand, is apt to 
repress production and so to mean a definite curtailment 
of consumption on the part of the public, at least to the 
amount of money taken in taxes, perhaps more. 

As the word inflation is used here it refers to deliberate 
increases of the means of payment, made mainly by the 
government. The stress on the conscious act involved is 
in line with that made by Keynes, though we differ with 
his further conclusions; and by Pigou in his article in the 
Economic Journal.’ There is no attempt made here to 


*R. G. Hawtrey, Monetary Reconstruction (London, 1923), p. 33. 

? Cassel, op. cit., p. 11. *J. M. Keynes, op. cit., p. 6. 

abzd- ep mO2: °*J. M. Keynes, op. cit., p. 46. 

*Pigou, loc. cit., “A way out of this impasse, at all events in modern 
communities where bankers if left to themselves, may be presumed to 
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offer a definition; perhaps Hawtrey is right in saying that 
it is not necessary. There is a fairly general understanding 
of what the term means. It seems well, however, to point 
out that there is a clear distinction which may be drawn 
between the relationships and circumstances in the different 
cases of increase in the means of payment; there is, first, 
the situation such as existed in France during the war, 
where a persistent need of funds led the government to push 
new notes into circulation; and, in the second place, a situa- 
tion in which rising price levels in other countries or any 
change in reserves or prices within a country lead to a draw- 
ing out of money or credit from banks. 

In the case of France, inflation as it is referred to here 
may be represented roughly by the advances of the Bank of 
France to the state. These rose to the high point of 35,950 
million francs in December, 1925.1 This must be taken as 
a minimum figure for inflation at that time as some of the 
other increases in the note circulation may be considered 
inflationary, according to the basic reason for the issues 
and the effect on prices which can be traced to them. The in- 
evitability of inflation cannot be stressed too much. Accord- 
ing to a statement made by Sir Arthur Salter in 1925: 


... there is still too great a disposition to regard inflation merely 
as a financial vice. .. . Inflation is, in my view, the practically 
inevitable complement of war or postwar loans after these pass 
a certain proportion of the annual taxable capacity of a country.” 


It will be noted that he included postwar as well as war 
inflations in this statement. As far as France is concerned, 
postwar inflation was more dangerous than that during the 
war because of the tremendous needs for reconstruction as 


act in accordance with recognized rules and customs, is to distinguish 
between movements which are and those which are not, made possible 
by overt government interference with the banking and monetary machine.” 
*See appendix for table of advances. 
?Sir Arthur Salter, U. S. Senate, Foreign Currency and Exchange In- 
vestigation (1925), p. 135. 
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well as on account of political and other difficulties. As Rist 
has so clearly pointed out, in most countries the reversal 
of prices in 1920 checked inflation, whereas in France, be- 
cause of rebuilding, this meant only a temporary decline in 
the means of payment and had no substantial effect on the 
situation.? 

Inflation, then, accompanied py inconvertibility, was 
one of the most necessary and immediate measures adopted 
at the outbreak of the war. It continued to play an im- 
portant part in French finance till the end of 1925. In order 
to make this less alarming to the public, the Bank of France 
was permitted to omit its regular weekly statements. These 
statements ceased at the end of July, and were not re- 
sumed during 1914.? It was announced, however, at the end 
of the year, that the circulation had increased from 6,683 
million francs on July 30 to 9,986 million francs on Decem- 
ber 10, 1914. This increase was in part called for by the 
disappearance of gold from circulation. It is not possible to 
state exactly how much difference the gold made, but it 
may easily have amounted to half the increase in the paper 
circulation. In other words, some of the new paper merely 
displaced gold. The convention of September 21 increased 
the legal limit of advances by the Bank of France to the 
state to 3,000 million francs, thus leaving the way open for 
further inflation.® 


FurtHerR Provisions ror War FINANCE 


Immediately following on these first desperate measures 
to meet the sudden demand for funds came others in the 
nature of loans external and internal, and various forms 
of control and price fixing. The Battle of the Marne had in- 


1 Charles Rist, La Déflation en pratique (Paris, 1924), pp. 70-71. 

?See appendix. - 

*See tabular statement of the legal limits and actual amounts of ad- 
vances and note circulation infra, Chapter VI. 
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dicated the serious need for resources to carry on what 
might be a protracted war. The French government, from 
Bordeaux, issued certain decrees. One of the most im- 
portant of these was that of September 13, concerning the 
sale of bons de la défense nationale.t These notes were to 
be issued in denominations of 100 and 1,000 francs through 
post offices and banks. They were to yield an interest of 
five per cent. They became so popular and formed such a 
ready resource for the government, that they were usually 
very close to, or even in excess of, the authorized total. The 
number outstanding on December 15 amounted to more 
than one billion francs. These were short-term credits, to 
run for a year or less. A large number of these notes were 
taken up by banks and insurance companies, in some cases 
as a productive use of temporarily idle funds, and in some 
instances because of laws or indirect pressure brought to 
bear on these institutions by the government. The im- 
portance of this source of credit was very great as can 
be judged by figures for the total in circulation. 


TABLE IV 


BONS DE LA DEFENSE OUTSTANDING AT THE END 
OF THE YEAR?’ 


(In millions of franes) 


iia es 1,619 1919) eee 46,140 
1015s. ak ee 6,963 19206; aie 48,938 
1016, Ace Sten: 12,574 1021 ye ee 65,420 
1017 ce ees 19,522 1990 ee eee 56,431 
1O1Sh eye ane 22,335 1903 Fea aN 54,423 


It was due to the help of these bons that the advances of 
the Bank of France to the state were kept at a compara- 
tively low figure.* This was in spite of the fact that the 
French war expenditures reached their maximum at the 

*A. Ribot, Exposé des motifs, Bulletin de statistique et de législation 
comparée (Paris, 1914), p. 462. See also infra Chapter VI. 

*Henry Chéron, Rapport au Sénat, no. 84, Paris, February 22, 1926. 
For later figure see Chapter VI. 


°The Economist (London, October 3, 1914), p. 569, and (October 17) 
p. 648. 
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very outset of the war, and that her tax receipts fell off.1 
The issue of the bons was, perhaps, the most important 
financial event of the fall. 

External loans were important as well as internal loans, 
but their special significance was not evident in the first 
months of the war. This was because the franc was at a 
premium in New York. It was natural that the sudden de- 
mand by American tourists for money to return to the 
United States caused large offerings of dollars for francs. 
Another reason was the maturing bonds of the New York 
City Bank, which had to be paid off in francs. The net re- 
sult of these facts was that gold imports into France ex- 
ceeded exports in this year.2 Even with the inflow of gold, 
however, the franc was above par in terms of dollars, so 
the foreign loans were urgently needed at this time to meet 
exchange demands. Such loans were of importance as an ad- 
dition to the resources of the government, and they came 
to be indispensable as a means of protecting the exchange 
when in January, 1915 the franc fell below par in terms 
of dollars.® 

There was no adequate arrangement for financing ex- 
ternal purchases during this first period. It was largely a 
matter of chance that the flow of funds was towards 
France at the outbreak of the war.‘ After the tide turned ® 
it was extremely difficult for France to finance her foreign 
trade, whereas imports became increasingly necessary. 
There were a number of small loans floated outside the coun- 


* Gaston Jéze, Les Finances de guerre (Paris, 1920), pp. 24, 40. 

*U. S. Senate, Foreign Currency and Exchange Investigation, p. 486. 

®Tbid., p. 475. 

“Georges Pallain, Governor of the Bank of France, “Compte rendu de 
la Banque de France, 1915,” Bulletin de statistique et de législation com- 
parée (February, 1916), pp. 227, 228. “Depuis le début des hostilités 
jusqu’ aux premiéres semaines de 1915, les changes étrangers nous étaient 
favorables.” 

°Le Pour et le contre (Paris, February 21, 1915). The United States 
debt to France is here given as 2,000 million francs. It was liquidated 
before the end of the year. 
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try. Décamps says that about 400 million francs’ worth 
of treasury bills were sold abroad in December, 1914. It is 
evident that the government had resources abroad at the 
beginning of 1915, for gold flowed into the country in Janu- 
ary. Since these resources were not large, a more thorough 
and far-seeing plan had to be worked out to meet the grow- 
ing needs of the nation. 


CuosE CoOPERATION WITH ENGLAND 


It was not until April, 1915 that the difficulty of main- 
taining the exchange rates was fully realized. It was then 
that the flow of gold outward became apparent,’ and all 
hope of an early termination of the war was abandoned. 
In view of these facts, arrangements were made with the 
British treasury on April 30 for loans to France in return 
for which the Bank of France sent a small amount of gold 
to London.? This eased the situation temporarily but fur- 
ther negotiations had to be initiated in the summer. They re- 
sulted in the agreement between England and France on 
August 15 and the Boulogne conference of August 29, at 
which further plans for financial codperation were made 
definite.* The result of all this was the floating in America 
in September and October of a loan of 500 million dollars, 
one half of the proceeds of which were to go to France. 
Meanwhile France sent more gold to London in exchange 
for larger commercial credits. 

The drawing together of the two strongest allies to ar- 
range their finances in common was a very important ten- 
dency. Without the help of England, France could hardly 
have bought the large amounts of American wheat, cotton, 
steel, and other necessities which made her balance of trade 

1U. S. Senate, Foreign Currency and Exchange Investigation, p. 487. 
Décamps, op. cit., p. 288. Décamps, whom we follow in his division of 
the war period, characterizes the years 1915-17 as those of greatest gold 
exports. 


2“Compte rendu de la Banque de France, 1915,” loc. cit., p. 230. 
* T/Economiste francais (August 21, 1915), p. 236. 
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so unfavorable during the war years. In order to control 
to better advantage the value of the franc on the foreign 
exchanges, the Bank of France sold exchange to meet 
commercial needs, thus centralizing and coordinating the 
important dealings. During 1915 another prohibition of pri- 
vate exports of gold was decreed in the summer, and ratified 
by law in the fall. To meet the needs of the treasury the 
limit of the amount of bons de la défense was raised sev- 
eral times. 

This reliance on short-term credit alone could not go 
on indefinitely. In November, the first consolidation issue 
was floated. It netted the government a nominal 13 billion 
francs, but of this only 6 billions was paid in cash.1 The 
rest was paid in short-term obligations and a small fraction 
in the troublesome 3% per cent 1914 rente. The issue took 
the form of a 5 per cent fifteen-year bond, sold at 88 to 
yield about 5.70 per cent. The loan was fairly well received, 
though it strained to the limit the funds of the money mar- 
ket, particularly since there had been a general liquidation 
of debts which had held over from 1914. There were five 
other consolidation loans. 


TABLE V 


AMOUNTS RECEIVED BY THE GOVERNMENT FROM 
INTERNAL LOANS? 


1915-1920 
(In millions of francs) 


Per 
Year Cash Total Cent Yield 
FOI: Stereo E ean 6,285 13,308 5 5.73 
POLGN tae a 5,425 10,082 5 571 
CU Be nts eae 5,174 10,209 4 5.83 
OTS Sey aot hte 8 7,246 22,163 4 5.68 
HOT Zee A tw bine tt te 7,035 15,941 5 5.75 
LOZ eres oe ee 11,278 28,089 6 6.00 


*Etienne Clémentel, Inventaire de la situation financiére de la France 
au début de la treiziéme Législature (Paris, 1924), p. 29. See also “Compte 
rendu de la Banque de France, 1915,” loc. CiteeDa2ole 

* Ibid., p. 29. For the yield, see Germain Martin, op. cit., p. 163. The rest 
of the payments were made largely in Bons du Trésor, Bons de la défense 
nationale, Obligations de la défense nationale, and rentes. 
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The year 1916, like 1915, was marked by various arrange- 
ments increasing the credit extended to France by England. 
Treasury bills were discounted in London and gold was 
sent as the basis of credit. A second conference was held, 
this time in Calais, to reach an agreement on details.1 The 
French tried in other ways to build up foreign credits. One 
method adopted was the calling in of foreign securities held 
by individuals which were paid for by the French govern- 
ment in rentes. This move was not very successful.? In 
addition to this, the French borrowed small sums in the 
United States. They borrowed several million francs in 
Japan, Switzerland, and other countries. The total of these 
various loans probably came to less than a billion francs. 
Some account should be taken, however, of the fact that 
various cities borrowed considerable money in the outside 
markets in addition to that secured by the central govern- 
ment.° 

It is difficult to weigh and compare the various kinds of 
dangers through which France passed. The first months 
of the war were critical, so assuredly were the last months, 
when in the spring and summer of 1918 Germany made her 
desperate effort to break the French line. It is probable, how- 
ever, from a financial point of view, that the first months of 
1917 were the most difficult.t It was at this time that the 
miscellaneous foreign credits which France had been using 
became very scarce. England was feeling the burden of help- 
ing France supply herself with imports; it was doubtful 
where either of them could turn for further aid. It was only 
by extensive use of English credit that the franc had been 
pegged from October, 1916 to April, 1917. It would not have 


* Jules Décamps, op. cit., p. 323. 

2.8. Senate, Foreign Currency and Exchange Investigation, p. 309. 

’“Compte rendu de la Banque de France, 1916,” Bulletin de statis- 
tique et de législation comparée, vol. 81 (1917), pp. 208-210. The com- 
mercial deficit was about fourteen billion franes in 1916. The exchanges 
were steadied with miscellaneous credits. Considerable gold was exported. 

* Auguste Arnauné, La Monnaie (Paris, 1926), p. 205. 
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been possible in the ensuing period, without the credits 
opened by the American treasury, to finance exports to 
France. 

Before we pass from the second to the third war period, 
it is well to note the course of prices during these years of 
inflation, inconvertibility, and exchange disturbance. The 
index number of wholesale prices shows a steadily upward 
trend. The increase from 100 in July, 1914 to approximately 
300 in 1919 was considerable. The increase of retail prices, 
on the other hand, was, as could be expected, less marked. 
During the first months of the war the increase in prices as 
expressed in the wholesale index was to 144 per cent of 
1914. The further ascent forms a nearly straight line on a 
logarithmic scale, showing that the rate of increase was al- 
most uniform. The following figures will indicate in a gen- 
eral way the nature of these changes. Further detail as to 
prices will be found in Chapter VII. The lag of retail prices 
in Table VI given on page 100 noted is usual during 
periods of marked change. Furthermore, the cost of living 
was kept down by the sluggishness of certain commodities, 
and in particular by rent, which was fixed by law. It is best 
not to enter into a detailed discussion of the price increase 
here. It is well to note in passing, however, since price 
change was one of the important characteristics of the war 
period. It also stimulated production ? to the extreme effort 
necessary to furnish the army with supplies. 

That the needs of the army were very great and that 
productive resources were strained to the limit may be in- 
ferred from the size of the imports in the early months of 
1917. In January, 1917, for instance, the value of imports 
was 2,179 million francs, as compared with 1,180 million 
francs in January, 1916. The imports in March, 1917 rose 


*See appendix. 

2“Compte rendu de la Banque de France, 1917,” Bulletin de statistique 
et de législation comparée (April, 1918), p. 671. The increase in coal con- 
sumption is here noted as an indication of commercial activity. 
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TABLE VI 


WHOLESALE AND RETAIL PRICE INDICES? 


1914-1919 
(1914 = 100) 
Year Quarter Retail Wholesale 
1914 1st 
2nd hone wile 
3rd 100 100.0 
4th eee 112.8 
1915 1st 122 132.3 
2nd 116 140.3 
3rd 122 147.5 
4th 120 166.7 
1916 Ist 137 189.9 
2nd 135 192.4 
ard 132 192.7 
4th 138 207.8 
1917 Ist 139 233.6 
2nd 147 271.8 
3rd 183 285.9 
4th 184 279.0 
1918 Ist 191 319.5 


2nd 218 340.5 
ord 306 344.5 


4th 237 367.6 
1919 Ist 248 355.0 
2nd 257 339.0 
3rd 261 356.0 
4th 283 390.0 


to 3,035 million frances, the highest figure for the war 
period.” In face of the heavy unfavorable balance of trade, 
it is no wonder that France was finding it extremely diffi- 
cult to secure foreign credits. Left. to herself, it is doubt- 
ful if she would have succeeded. Fortunately, however, help 
from the United States was at hand. 


* Bulletin de la statistique générale, 1918, April, pp. 251, 260, October, p. 
145; 1919, April, pp. 296, 310, October, p. 12; 1920, July, pp. 300, 323. 
*See appendix. 
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THe Unitep States As A Source or CrEpITS 


The third period of war finance is that from April, 1917 
to the end of the war. It is characterized by the dependence 
of France on America rather than on England for foreign 
credits. It was possible, after the United States declared 
war, with the aid of a drawing account in Washington to 
maintain the france through all the trying months which 
followed. Even though the outcome of the fighting was 
often uncertain, relief from the necessity of paying for im- 
ports made the immediate financial situation of France se- 
cure. There are many interesting and provocative questions 
connected with these credits extended by the United States 
government to France, for instance the manner in which 
imports to France were checked off against these credits. 
There are serious problems in regard to debts and interna- 
tional relations that hinge on the intention of the govern- 
ment in granting these loans. It is not possible to consider 
here the circumstances in which the arrangements were 
made.! Various interpretations have been put on the 
speeches and government pronouncements. 

The main fact to be noted in considering the value of the 
france is that France was becoming a very poor risk from 
the banker’s point of view but the ‘United States govern- 
ment supported her with credit. The foreign exchange prob- 
lem of France practically disappeared in April, 1917.? 

To return to the situation of commerce, the unfavorable 
balance of commodity trade which had been 14 billion franes 
in 1916 was 21 billion frances in 1917. The exhaustion of 
some of the sources of external credit to pay for these im- 
ports has been referred to. In addition to this, there was a 
growing tendency in the United States to look unfavorably 


*W.R. Batsell, The Debt Settlements and the Future (Paris, 1927), pp. 
49, 50. 

2“Compte rendu de la Banque de France,” Bulletin de statistique et de 
législation comparée (April, 1918), p. 672. 
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on new issues of French securities. With the new resources 
offered by Congress, the purchase of supplies by France was 
limited only by the means of transport; as a result of this, 
pressure on the exchanges was entirely relieved.1 A total of 
nearly three billion dollars’ worth of goods was bought be- 
tween 1917 and 1920 without the purchase of any dollar 
exchange by France.? 

The goods bought, however, were not limited to the 
amounts covered by treasury credits; the monthly average 
of credits used was about 100 million dollars from May, 1917 
to September, 1920.8 The excess of imports over exports, on 
the other hand, amounted to about 300 million dollars 
throughout this period. Some of the difference must have 
been paid by private credits extended by American and 
other business men to individuals in France. In this way 
there accumulated a large mass of floating credits which was 
an important factor in the reversal of the frane when in 
1919 and later years American business men wished to liqui- 
date these credits.> Imports had to be authorized and in 
this way the state prevented the accumulation of debits for 
unnecessary things; it also kept the means of transportation 
free for the most important commodities. This regulation of 
import trade became very strict when it was reénforced by 
the restrictions on the purchase of foreign exchange.* The 
Bank of France sold about 15 billion francs’ worth of credit 
for commercial needs.? In September, 1917, the United 
States put an embargo on gold exports,’ which is reflected 

*U.S. Senate, Foreign Currency and Exchange Investigation, p. 327. The 
power of the treasury to grant such credits was voted by Congress, April 
4, 1917. 

i ice Clémentel, Inventaire, p. 65. *See appendix. 
“U.S. Senate, Foreign Currency and Exchange Investigation, p. 483. 
°See infra, Chapter V. °See infra, Chapter VI. 

““Compte rendu de la, Banque de France, 1917,” loc. cit., p. 673. From 
the beginning of the war until December, 1917, the Bank of France 
put ten and a half billion francs at the disposal of French commerce. Jules 


Décamps, op. cit., p. 338. 
* Gustav Cassel, op. cit., p. 75. 
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to a certain extent in the decline of imports into France in 
1918.1 In many respects, codperation of the United States 
in financial matters counted more than government credits 
alone would indicate. For instance, the large amount of 
private credit extended would not have been forthcoming if 
the political situation between the two countries and the 
military prospect had been different. The problem of win- 
ning the war became from 1917 one of military power 
and strategy, and only to a small extent a matter of 
finance. 


THe Franc Was Sreapy on THE EXCHANGES 


During these three periods, the first emergency period, 
the time of reliance on England, and the months of Ameri- 
can financial aid, the franc remained fairly steady on the 
exchanges. Pegging was one explanation for the surprising 
stability of the French exchange, but it was not the only 
reason. Confidence in the military and financial outcome of 
the war played its part. Without such confidence it is pos- 
sible that the pegging operations of the government would 
not have been successful. It is certain that during the times 
when the franc was not definitely pegged it would have 
broken if there had not been a feeling of assurance as to the 
future. It must be remembered that the volume of com- 
merce paid for by private credits was greater than that 
financed directly by the government. The action of business 
men was, therefore, a very great aid to the government, 
which would have been considerably embarrassed if it had 
been forced to find all the credits to finance imports for 
French industry. It is not possible to study all the political 
and military events which influenced the exchange rate at 
such times as it was not pegged, or why the franc varied 
within the zone of fluctuation which the government per- 
mitted to remain. The Bank of France did not attempt to set 


* See appendix, p. 528. 
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up a gold exchange standard.1 It merely furnished such a 
large part of the exchange credits at rates near par that the 
fluctuations were almost negligible during the greater part 
of the war. Confidence influenced the frane in its variation 
within this zone of fluctuation and also helped to maintain 
the france at those values near the old par which the gov- 
ernment wished to prevail. 

The internal value of the franc was not as stable as its 
value on the exchanges; the steady rise in prices and de- 
preciation of the value of the france has been indicated in 
Table VI given above. Despite a rate of depreciation which 
in comparison with normal life was certainly extreme, there 
was no serious dislocation of French productive life, nor was 
there any clear consciousness on the part of the French as to 
what was happening to their money. The rapid rise in cer- 
tain wages, the expectation of hardship under war condi- 
tions, and the attempt by the government to relieve the 
most acute suffering prevented any general alarm. 

The two aspects of the value of the france, its relation to 
foreign currencies and its power over goods in France, there- 
fore give different indications of what it was worth. The 
chart indicates this notable contradiction. There was an at- 
tempt to control the france on both the internal and the ex- 
ternal markets, but, as has been indicated, because of the 
different natures of the two markets only the exchange con- 
trol was successful. It was to a certain extent inadvisable 
to prevent the upward tendency of prices. This is true be- 
cause, if price control had been pushed farther it would have 
repressed industry to a dangerous extent. However this may 
be, it was not feasible to enforce many of the price regula- 
tions in a drastic way. Prices, then, since they were less con- 
centrated in one market, represented the real value of the 
franc more than did the exchange rate. This fact does not 


*“Compte rendu de la Banque de France, 1917,” loc. cit., pp. 678, 674. 
The commission des changes instituted July, 1917, and various other steps 
taken to meet the situation are here described. 
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hold true of the postwar period, when the exchange rate was 
usually the better indication.1 

The interrelation of economic factors during the war has 
been called the characteristic of mild depreciation. This 
is true even in spite of a considerable degree of interference. 
Although the various laws and regulations make a compari- 
son with more normal times difficult, there seems no clear 
evidence that it changed the effect of one factor on another 
in kind. It certainly changed in degree the influence of one 
price on other prices. Price control delayed, though it did 
not prevent, the diffusion of inflation throughout the com- 
munity. It was responsible for the lags of one price behind 
another, notably in the case of rents. As some laws kept 
prices down, so subsidies increased the production of certain 
commodities, but in neither case did government effort do 
more than accelerate or retard a tendency already existing. 
Control of the exchanges, on the other hand, was the one 
artificial element in the situation which made a profound 
difference in economic life in general. In spite of all this, 
however, economic life seemed to be, in the main, free, and 
very few people realized that the exchange control ran 
counter to a profound tendency of the franc to decline on 
the exchanges. This being the case, the situation was de- 
cidedly that of moderate depreciation, and had in it prac- 
tically no elements of panic. 


Four Factors INtErrerinG witH Economic Lire 


The productive life of France was circumscribed by four 
types of forces. These were, in the main, evident and un- 
avoidable results of the war situation. First, there were 
the obvious consequences of invasion, the loss of territory, 
of workers, of morale, and the crippling of production in a 
number of ways. This was particularly serious because of 
the loss of territory, which has already been discussed in 

*See infra, Chapter VIII. 
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Chapter II.1 In the case of France, many of the key in- 
dustries were located in the northern departments. In ad- 
dition to invasion, there was, in the second place, the in- 
terruption to international trade. The exchange of goods 
between France and other countries was so completely under 
control that it was almost like a government monopoly. 
Some trade was, of course, completely impossible because 
of the danger to shipping and the inaccessibility of certain 
markets. These facts were essentially extra-economic and 
affect the situation so very much that a detailed analysis of 
economic relations during these years would be useless in 
view of them. 

The two other groups of influences were rooted more 
firmly in economic life and were typical war phenomena. 
These were various influences on demand and prices. De- 
mand, then, the third abnormal factor, was distorted partly 
by patriotism and propaganda. There were other changes 
in demand which grew out of rapid changes in incomes and 
a different attitude toward spending and saving. We see 
another aspect of demand as an interfering factor evident 
in the large requirements of the government for certain 
commodities irrespective of cost. The states’ need both for 
imports and for home products was highly inelastic. Since 
the upward pressure on prices is almost always more effec- 
tive than the downward, such changes necessarily lead to an 
upward trend of prices.? The fourth main change, which 
worked counter to the third, was price control, already men- 
tioned. It has been said above that this was not very ef- 
fective in the French case; bread, coal, and a few other basic 
commodities were kept down with reasonable success, it is 
true, but such cases of control acted to only a slight de- 

*See supra, Chapter II. 

The interaction of prices and wages on each other may be represented 
by a spiral. Since rising prices give reasons for higher wages, and in- 
creased spending by wage earners, the tendency naturally continues, unless 


offset by some drastic change in money or some great improvement in the 
arts. 
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gree on the whole upward tendency.t Price control had 
some social significance, for it was operative in the case of 
some necessities of life, but from a purely economic point 
of view its importance was slight. 

Those who wish to interpret the war situation in terms 
of the quantity theory will find it easy to do so. There was a 
fairly close correspondence between the increase in the 
note circulation and the rise in prices.? It is not possible 
from this general upward tendency of the two factors to 
judge that note increases were generally the cause of price 
increase. The cause of the latter lay in the general condi- 
tion of war demand, of which note circulation was merely 
an expression or phase. Moreover, an exact measure of in- 
crease in money is not possible, since it is not known how 
much gold was in circulation. The increase in note circula- 
tion was probably less than increase in prices by a consider- 
able sum. The former increased to 30 billions by December 
26, 1918, the latter increased to 355 per cent by the be- 
ginning of 1919. In order to make a comparison it is neces- 
sary to give the means of payment as a relative on a 1913 
base, and this cannot be done accurately. The Bank of 
France Service d’Etudes gives the 1913 circulation as 12 bil- 
lion franes of gold, silver, and paper notes,‘ but this is an 
estimate of an uncertain quantity. Earlier estimates place 
the number between ten and twelve. In any case the in- 
crease is barely 300 per cent as compared with 350 per cent 
for prices. The comparison cannot be exact, however, be- 
cause the amount of gold in circulation and in hoards is not 
known with any degree of accuracy. One must be content, 
therefore, with the general statement that wholesale prices 
rose more than did the note circulation. 

The precise manner of the inflation behind the price in- 


*Lucien March, Mouvement des prix et des salaires pendant la guerre 
(Paris, 1922), pp. 172, 182, 183. *See Chart IV. 

*See infra, appendix. The note circulation is given here for each week 
of the period under consideration. 

“Service d'études de la Banque de France (unpublished, Paris, 1927). 


108 THE FRENCH FRANC, 1914-1928 


creases is not always easy to distinguish. The government 
borrowed large sums from the Bank. The total at the end 
- of the war was 16 billion francs.t This money passed at 
once into general circulation through the payment for sup- 
plies, relief, and other things. In addition to this, the Bank 
of France put other notes in circulation through the dis- 
counting process. For this reason the increase in notes was 
larger than the increase in advances to the state. This dis- 
crepancy must have amounted to approximately three or 
four billion francs, if the total increase in circulation is 
taken as approximately nineteen or twenty billion francs, 
as is given above. Paper money, however, covered only a 
small part of the war-time expenditures of the government. 
Another small fraction was met by taxation, the rest was 
covered by government loans, the means whereby the gov- 
ernment turned over several times the sums secured from 
the bank—drawing them back from circulation by the sale 
of securities after they had been spent once for goods. 
Short-time loans served over and over again to bring in the 
needed money. This flow of funds from the treasury to the 
public and back into loans would not have moved so fast 
unless it had been urged along by the free spending of in- 
flationary notes by the government. A larger and larger 
quantity of notes was passing into circulation and only a 
part came back as the result of the sale of securities. The 
very large amounts of money needed by the government 
must be borne in mind; deficits during the war amounted to 
more than 144 billion franes.? This lack was met by ad- 
vances from the Bank of France to the extent of 16 billion 
francs, by consolidated loans to the sum of 55 billion 
franes,? by bons de la défense up to 22 billion franes.* The 
rest of the resources came from outside the country, since 


*Germain Martin, op. cit., p. 238. 

2 Htienne Clémentel, op. cit., p. 14. 

5 See supra, this chapter. 

‘George-Edgar Bonnet, Les Expériences monétatres contemporaines 
(Paris, 1926), p. 92. See supra, this chapter. 
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there was no increase in the income received from normal 
revenues.1 ) 

The cost of the war to France is estimated at 268 billion 
franes by Michel.? This figure includes the following items: 


ECONS UCONN 12 sestcks Saeed Sac 100,000 million frances 

Allocations (Relief allowances)....... 85,000 “ rs 

IDE CNSG ue ai ven tos hore oa ee 83,000 “ os 
otal ee ma ts wre beth Reser 268,000 “ a 


Such a sum could not have been recovered by taxation. 
Even the smaller item given as the cost of defense alone was 
too great to be met by normal revenues. The increases in 
rates of taxation did little more than serve to offset de- 
creases from other causes. Other nations managed to 
increase their revenues, but their internal economic life 
was not disturbed in the same way by invasion. Schacht 
gives the following figures, showing how England and Ger- 
many met this problem: 


PART OF THE WAR COST MET BY TAXATION‘ 


REN SLANE Yon te Rese tats ee oe eh 20 per cent 
Cerri nig ae, Pe aye hree, ie Sees! eg Piha a we Crepes 
ROR OCR A nu pare nee Na ueries fe! ane dt eh ae Oia 


Certainly the course taken by England was the wisest, but 
it was not possible in all cases. 

It is probable that a stronger effort at taxation, though 
it might not have increased revenues very greatly, might 
have brought a clear realization that war expenses would 
have to be paid, and therefore might have lessened ex- 


*H. Schacht, The Stabilization of the Mark (London, 1927), p. 14. 
Schacht gives the following figures for the financing of the war: 


iImbernalel Oana nacee awn, tine oom 43% 
MOreloniel oansarerser i perme etapa tet e 21% 
Hloatingndebtayeaecnnt ene cea a eee ee 36% 


*E. Michel, La Situation financiére et l'achévement de la reconstitution 
au 31 décembre 1925 (Paris, 1925), p. 73. 

°U.S. Senate, Foreign Currency and Exchange Investigation, p. 493. 

“H. Schacht, loc. cit., p. 14. 
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travagance.t The habit of easy spending which was bad 
during the war became a serious menace to state finances 
during the reconstruction epoch. The effort to tax is first 
apparent in the application of the income tax levies in 
1916.2 The changes in the taxation system at this time 
were notable, though the yield from the new levies was small 
till after the armistice.? There were serious efforts to tackle 
the problem of taxation toward the very end of the war, 
but it was not until 1924 that the income from normal 
revenues was really high in France.‘ In the meantime the 
internal debt grew to the very large sum—about 300 billion 
francs—which was to oppress the government with a crush- 
ing interest charge.® 

One other fact must be noted before concluding this 
chronicle of war finance—an account which has been essen- 
tially brief and is aimed merely as an introduction to post- 
war problems. This other possible influence on the financial 
situation was the discount rate of the Bank of France. After 
the first increase in the rate at the outbreak of the war, 
it was lowered to five per cent, where it remained for several 
years.® This rate was certainly not repressive, though it is 
doubtful to what extent it influenced the money market 
in any case. Credit expansion, however, was not as great as 
one might expect from the large number of notes in circula- 
tion. It was not until after the armistice that the notable 
increase of bank clearings and other indications of a large 
use of credit were strikingly evident.’ The rate of interest 
on government loans was well above the official rate of dis- 


1Seymour Harris, The Assignats (thesis, unpublished, Harvard Uni- 
versity, 1926), p. 80. Note the percentage of Revolutionary expenses 
financed by taxation was considerable. 

2See supra, Chapter II; E. Clémentel, op. cit., p. 128. 

3 Germain Martin, op. cit., p. 133. 

*See infra, Chapter IX. °See infra, Chapter VI. 

*See infra, Chapter VI. Le Pour et le contre (Paris, December 19, 1927). 
The discount rate of the Bank of France was raised to 4% per cent on 
July 30, to 6 per cent on August 1, and then on August 20 was lowered 
to 5 per cent. ™See tables, appendix, p. 499. 
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count.* Germain Martin concluded after considering vari- 
ous aspects of the money market that these high rates were 
inevitable: 


The policy of high interest rates has grave dangers both social 
and economic. But was it possible to pursue any other policy? 
... If the state wishes to secure money it must attract funds to 
the treasury by offering advantages equal to those of the 
market.? 


It was difficult for the Bank of France to make a lower 
rate effective with a rising price level. It was practically im- 
possible to do so when increased production was urgently 
desired and one means to this end was inflation. 

It is wisest, then, to view most of the war measures in 
France as predetermined by conditions existing at the out- 
break of the war, or by the urgent requirements that came 
with war itself. Some of the expedients adopted by France, 
such as inflation and control of various aspects of economic 
life, were common to all warring countries. Others, such as 
the extensive recourse to short-time loans, were more char- 
acteristic of French method as distinguished from those of 
most other countries. Enough has been said here to make 
it clear that financing the war by taxation was impossible. 
Such a conclusion does not, however, preclude the criticism 
that higher rates early in the war period might have saved 
France future trouble, since, even if no notable gain had 
been apparent during the war itself, it would have led to in- 
creased revenues immediately after the war. It is apparent 
now that the large part of the debt which consisted of short- 
time credits referred to above, approximately a third in 
bons de la défense alone, was a troublesome factor. All this 
could not have been clearly seen at the time. Moreover, crit- 
icisms made by those outside of France often disregard 
the difficult political situation prevailing within the coun- 


*See supra, this chapter. Germain Martin, op. cit., p. 163. 
Germain Martin, op. cit., p. 168. 
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try.1 Even though the temporary union effected for carry- 
ing on the war lessened the instability of the government 
during hostilities, this union was not on a very sound basis, 
and existed partly because of the easy makeshift methods 
which prevailed at certain times in finance. 

During the war period, France, and therefore the franc, 
was dependent first on her own scattered resources, then 
on England, then on America. Without the help of these 
two countries the French army could not have been kept 
in the field in good fighting condition. With this financial 
backing to make imports possible and protect. the exchange 
rate, the rest of the struggle hinged on the efforts of the 
French to maintain their own productive powers and a 
fairly normal economic life within the country in spite of 
all difficulties. This they managed to do. There were many 
unnecessary losses, and some serious blunders, but the war 
was won. In considering the methods used it is well to 
remember: 


The French government knew that it was engaged in a war 
of extermination. It was necessary above all to assure the tri- 
umph of the nation and in comparison with this the sacrifice of 
money mattered little.’ 


The scars of the war will remain for many years, but despite 
economic difficulties and mistakes, France managed to main- 
tain her political and territorial integrity. 

*See supra, Chapter I. ?Germain Martin, op. cit., p. 165. 


CHAPTER IV 
Monetary Caos, 1919-1922 


THE transition from mild to severe depreciation is usu- 
ally sudden. It is possible for the money of a nation to be 
relatively stable through months of slight depreciation and 
then suddenly break away from its former limits and de- 
cline with lightning rapidity. Such was the case for short 
periods in many European countries. Depreciations at un- 
precedented rates continued even for longer periods in 
central Europe. During the year 1919 the rise of the foreign 
exchanges in Italy, Germany, and France was about 100 per 
cent. When the various governments withdrew their arti- 
ficial support as, for instance, in 1919, there was a sudden 
sharp turn upward of foreign exchange rates. At this time 
Americans and others who had extended large private credits 
to foreign buyers were less eager to increase their holdings 
when they saw that foreign governments no longer intended 
to control the foreign exchange markets. These credits sup- 
plied by individuals and banks during the war period had 
been approximately as large as government credits.2 From 
1914 to 1918 speculators and traders had assumed that the 
currencies of the victorious countries would return to par. 
They had felt that German efficiency and determination 
would succeed in overcoming the serious obstacles con- 
fronting that country. Merchants were predisposed to such 


*See charts, U. S. Senate, Foreign Currency and Exchange Investigation 
(France, p. 326; Italy, p. 371; Germany, p. 411). 

*L’Europe nouvelle (February 18, 1919), vol. ii, no. 7, pp. 328, 329. 
Professor William Oualid discusses here the menace of the large com- 
mercial debts which he states amounted to about 33,000 million francs 
in the years 1917 and 1918 alone. See also Chapter III, p. 102, and VIII, 
pp. 326, 327. : 
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opinions by the fact that only by extending credits could 
they continue to sell large quantities of products abroad,* 
and the fever of productive activity made them uncritical of 
the exchange risk. 

The continuance of such optimism at the close of the war 
is astounding as one views it in retrospect. It is hard to 
remember now the extravagant hopes that Germany could 
pay billions of dollars to rebuild the devastated regions of 
France and Belgium. Reparation payments were counted 
on to reduce the external and internal debts of the victori- 
ous countries to prewar figures. Finance Minister Klotz’ 
financial program was summed up in the hopeful formula, 
“Taxpayers need not worry, Germany will pay.” * Although 
it was realized that this would be a heavy drain on German 
resources, it was assumed that the sums demanded could 
be secured by increased production and by transfer of large 
portions of accumulated capital to other countries. Men 
thought in terms of the indemnity of 1870, which had been 
paid without striking detriment to France in a short period 
of time. There was at this time also a natural desire, ful- 
filled in many cases, to do away with war regulations and 
restrictions. In England, especially, the extraordinary meas- 
ures controlling capital, the high rate of interest on French 
deposits, and the regulation of commerce were terminated 
early in 1919.* In France, too, there was a considerable re- 
laxation of price control® and a strong movement to end 
inflationary methods of government finance. This move- 
ment ran counter to various policies of Finance Minister 
Klotz. 

The tendency to end war restraints, however sound in 
principle, was based on a misunderstanding of postwar con- 

1R. G. Hawtrey, Monetary Reconstruction (London, 1923), p. 105. 

27’Europe nouvelle (February 22, 1919), vol. ii, no. 8, p. 346. Editorial 
opinion was beginning to question this unbounded optimism. 

*See supra, Chapter II. 


‘The Economist (London, January 4, 1919), p. 33. 
5 Ibid., p. 44. 
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*See appendix for figures. 
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ditions. It was thought at the time that recovery was a 
much more simple matter than it proved later to be. It is 
astonishing to find, in reading the journals of the day, that 
there was a general expectation of an easy resumption of 
normal relations in international trade. There was little ap- 
prehension concerning the difficulties inherent in large rep- 
aration payments and in the extremely heavy burdens of 
internal and external debts. The most important artificial 
aid to foreign commerce, the support of the exchanges, was 
taken away and yet there was no expectation of a collapse of 
European currencies. 

It is natural that the feeling of relief at the close of the 
war should have obscured in this way the vision of many, 
but it is surprising that those who had handled the prob- 
lems of finance and currency stability during the war should 
have viewed with apparent unconcern the sudden freedom 
of the foreign exchange markets. The situation in February 
and March of 1919 was extremely interesting. Opinion was 
focused on the troubled sessions of the peace conference and 
on the internal disorders of Germany. There were, of course, 
a few who from the very beginning understood the com- 
plexity of the indemnity problem.’ The realization inten- 
sified the controversies in France both at the Peace Confer- 
ence and in Parliament, when financial policies were under 
discussion. Critics of the government said there should be 
a more vigorous policy and higher taxes. Meanwhile there 
were heavy drains on the existing resources of the treasury. 
Certain reconstruction expenditures had to be made at 
once and German marks which had been circulating in the 
recovered territory had to be redeemed in francs. It was 
necessary to extend the limits of the advances by the Bank 

*The Economist (London, February 1, 1919), p. 135. An editorial states 
that the French were beginning to recognize, first that it was useless 
to force Germany into bankruptcy, second that there must be a revision of 
the estimates of German wealth, and third, that the Allies must prepare 


a bill and then arrange a means of payment. (The problem of transfer of 
wealth was beginning to be realized.) 
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of France to the state, and of the note issues;1 the limit 
of advances was raised to 24 billion francs.2 The danger of 
continued inflation was pointed out at this time, but in- 
flation was feared because of its effect on prices and not 
because of possible trouble with the foreign exchange rates. 
There was talk of a capital levy to meet the large budget 
deficits, but the consensus of opinion was in favor of a 
waiting policy and reliance on German payments. Political 
and economic doubts which grew out of the peace treaty 
struggles undermined any serious attempts to cut down 
expenses and increase revenues. The Bourse was affected 
adversely but there was no apparent interest in the future 
of the frane on the exchanges.’ 


SuDDEN DEPRECIATION 


The crisis came in March, 1919. The tension at the Peace 
Conference in Paris was very great, while famine and dis- 
order in Germany were so alarming that the Allies ar- 
ranged for food shipments to that country. The return of 
President Wilson to Paris early in March was the occasion 
of much speculation as to what he would accomplish.* The 
United States delegates to the conference tended to favor 
more lenient terms to Germany than had been originally 
suggested. Meanwhile, Great Britain was becoming im- 


*The convention between the Bank of France and the state signed on 
February 13 was to increase the advances on February 25. The limit for 
the note issues was raised from 33 to 36 billion francs. The law approving 
these conventions was passed March 5, 1919. The discussion in the 
Chamber of Deputies is an indication of what vague ideas as to the 
monetary situation were prevalent. Documents parlementaires, Chambre, 
1919, annexe no. 5771, pp. 895-99. This gives a report on the monetary 
situation during the war. See also the Journal officiel, débats, Chambre, 
March 5, 1919, pp. 997-1006. See Table XIV and Chart XV, Chapter VI. 

?Germain Martin, Les Finances publeques (Paris, 1925), p. 305. 

> Le Pour et le contre (February 23, 1919). 

*Le Temps (March 7, 1919). On March 4 the U. S. Senate voted that 
the League and the peace treaty should be considered separately. This was 
known as the Lodge resolution. 
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CHART VI 
DOLLAR EXCHANGE, MARCH AND APRIL, 1919? 


patient because of the attitude of France towards the in- 
demnity,? and no satisfactory solution of the question was 


*See appendix, p. 455, for figures. 

* The Economist (London, 1919), vol. Ixxxviii, p. 408. “There are signs of 
dissatisfaction as to the delay in arriving at a settlement and the estimates 
that are put out as to what Germany can pay are absolutely unofficial. 
I am informed on good authority that Germany will be asked to pay an 
indemnity of 15 millards [billions] of francs a year for a period of 50 
years.” 
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in sight. The only indication of a realization of the danger 
of depreciation was that the French were considering in a 
general way the necessity of improving their foreign trade 
position by reducing imports.! There were, on the other 
hand, frequent statements of editorial opinion that America 
would continue to grant credits in some form because it 
was to her interest to foster her export trade. There was 
little apprehension when the crisis broke. In fact, the de- 
cline of the franc was hardly noticed for several days, and it 
did not become front page news, even though the loss in 
value was extreme. 

The franc was unpegged March 14. This followed the 
announcement on March 13 that the government would no 
longer supply traders with foreign exchange at a fixed price. 
The markets which had been resting in false security were 
suddenly roused from their apathy.? Despite the realiza- 
tion that Great Britain was anxious to return to the free- 
dom of prewar trade, there was little preparation made for 
this new condition by the French financial interests. It is 
true that the actual announcement of the cessation of Brit- 
ish credits was sudden and unexpected. It is even conjec- 
tured that the move was precipitated by the desire in cer- 
tain countries to put additional pressure on France and 
bring her to a policy more in harmony with the British 
views at the Peace Conference. This motive may have been 
partly responsible for the sudden break of financial solidar- 


* Documents parlementaires, Chambre, 1919, annexe no. 5455, pp. 165- 
188. Rapport supplémentaire fait au nom de la commission du commerce 
et de l'industrie. 

*Le Pour et le contre (Paris, March 23, 1919). “Les importateurs de 
marchandises britanniques et les intermédiaires du marché du change ont 
été informés vers la fin de la semaine derniére que la trésorie anglaise avait 
suspendu ses avances 4 l’Etat francais et que dés lors le ministére des 
finances ne pourrait plus concourir & approvisionner de livres sterling le 
commerce de l’importation. Du jour au lendemain, par conséquent, sans 
qu’aucun avertissement préalable ait permis aux intéressés de prendre leurs 
dispositions et d’essayer de se retourner, plus d’intervention du trésor sur 
le marché du sterling. . . .” 
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ity, but the withdrawal was consistent with the British 
moves toward freer conditions throughout the months of 
January and February. The French seemed to rely on the 
hope that even if Britain no longer furnished credits, the 
United States would find it to her interest to make some ar- 
rangements to steady the exchanges.1 This hope and the 
idea that the United States would take over a large part 
of the reconstruction of the devastated regions were doomed 
to disappointment. 

It is possible that the French government was not averse 
to a slight depreciation of the franc at this time. The New 
York Times mentioned the desire expressed in French com- 
mercial circles to reduce imports and increase exports.” 
In any case, they took no immediate steps to prevent de- 
preciation.2 In New York, as well as in London, the ex- 
change was freed of official intervention. Unfortunately, it 
is not possible to weigh against each other the different 
motives, partly political and partly economic, behind these 
actions. The outstanding fact, however, is that there was no 
expectation of a precipitate and continued drop and no 
general fear that the franc would get out of control. The 
potential ill effects of the large note circulation, high prices, 
and heavy external debts, individual and governmental, was 
not realized. The surprising calm with which the announce- 
ment and the first decline of the franc were received is 
sufficient evidence of the lack of understanding. 

Whatever the reasons have been, the rise of the exchange 
in 1919 was rapid and continuous. The dollar rate had been 


1T/Europe nouvelle (Paris, March 8, 1919), vol. ii, no. 10, p. 476. 
See other articles by Léon Polier published previously. 

2The New York Times (March 18, 1919), p. 15. 

®The Economist (London, March 15, 1919), vol. Ixxxviil, p. 4384. The 
Economist blames the French government for precipitate action. It could 
probably have given some warning. 

*U. S. Senate, Foreign Currency and Exchange Investigation, p. 327. 
Credits established up to July, 1919, by the United States treasury con- 
tinued to be utilized until September, 1920. The franc was not pegged in 
New York, however. 
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kept at 5.45 francs. It moved to 5.53 on March 14; to 5.70 
on March 15. The rate at the end of the year was about 
11.00 franes to the dollar. The rise did not stop, except 
for a few short reactions, until April 27, 1920, when the 
dollar cost 17.08 francs in Paris.1 The sudden break in the 
curve is indicative of the unexpected shortage of foreign 
credits to meet French payments abroad. 

Even after the exchanges had begun to fluctuate wildly, 
there seemed to be little understanding of what was taking 
place. The Journal de Genéve of March 15, in discussing 
financial affairs, stated: 


Without doubt the wind has changed. Good omens are evident, 
bringing with them more activity and exerting a favorable influ- 
ence on all quotations. ... The foreign exchange situation is 
particularly favorable.2 


On March 16 it speaks of the animation of the exchanges, 
and on March 18 of the dissolution of the Interallied Com- 
mittee on Foreign Credits, resulting in complete freedom 
of most of the foreign exchange markets. It was not until 
March 21 that the situation was noted as in any way re- 
markable—“one can feel a real change in international re- 
lationships.” It was on this date that London ceased to 
support sterling in New York.? 

This lack of apprehension indicates that the first decline 
was due mainly to the technical condition of the market 
rather than to panic. The fact that government credits 
were not forthcoming meant that the demand for foreign 
credits would only be met with difficulty and at high rates, 
When later, public opinion in France and without became 


*La Cote officielle (Paris, 1919), The figures for the daily quotations 
for the dollar in Paris are given in the appendix, see infra. 

* Journal de Genéve (Geneva, March, 1919). See particularly the num- 
bers from March 10-22. It is true that the fall of the franc meant a 
rise of the Swiss franc, but these discussions usually are international in 
their point of view. The New York papers show a similar lack of concern. 

*The New York Times (March 21, 1919), p. 16. 
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aware of the serious obstacles in the way of balancing ex- 
ports with imports, and a real shortage of means of meet- 
ing foreign payments, the psychological factors, as well as 
the technical, caused rising exchange rates and a falling 
franc. Moreover, political disturbances, the threat of a 
capital levy, and disappointment over the treaty, all ag- 
gravated the situation; but they were not the main causes. 
Such were, rather, great needs for foreign goods at a time 
when the foreign credit mechanism was impaired.? The 
situation was similar in some ways to that at the outbreak 
of the war. But in 1914 the situation in Paris was quite the 
opposite—there had been too many dollars and too few 
francs. The result had been a premium on francs unjusti- 
fied by the real economic conditions.* In 1919, on the 
other hand, the technical and temporary situation was that 
which was also dictated by the real commercial and credit 
factors. For that reason there was no significant reaction. 

With the greatest possible suddenness, then, after a 
period of stability on the exchanges, the French franc 
entered on a period of severe depreciation. From March, 
1919, on, there was a growing tendency for value to be 
determined by powerful psychological forces, by estimates 
and interpretations of economic and political events. The 
limits to the range of fluctuations were fixed not by the 
uncovered volume of trade, nor by the usual transactions 
in international securities, but by the whole mass of capi- 
tal which might flow in or out of a country. In other words, 
there were no effective limits to restrict changes in the value 
of the franc. War-time measures had established an ex- 


+The Economist (London, March 15, 1919), p. 446. See also March 22, 
p. 469. 
There was a large increase in imports both in quantity and in value 
compared with those of the previous year: 
1918 293 million metric quintals 
1919 384 (79 (73 “ 
Bulletin de la statistique générale de la France, U. S. Senate, Foreign 
Currency and Exchange Investigation, pp. 483-4. 
*See supra, Chapter III. 
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change standard of value for the franc to which it was held 
in a general way by the selling—buying was not actually 
necessary but would have been undertaken if called for— 
of exchange to French traders with debts abroad.t This 
formed a temporary substitute for the gold standard. Once 
this ceased to exist, there was no objective standard to 
which the currency was related. Men tried to anticipate 
the future relation of the franc to gold and goods. Pur- 
chases and sales of foreign credits were made in accordance 
with these forecasts. In this later Stage, moreover, when 
depreciation was severe, the external decline of money 
dominated the internal decline; the exchange rates con- 
ditioned price changes.2 

During the war, a period of relative exchange stability, 
pegging, and the abnormal situation of international trade 
had prevented the normal interplay of prices and exchange 
rates. High prices in France, it is true, contributed to the 
increase of imports and may have lessened exports. Since 
there was little immediate payment for these goods, how- 
ever, the reaction was not as quick nor as complete as in 
normal times. The increase of imports would normally have 
diminished the means of buying more imports, and the 
shortage of cash and eredit would have worked for a lower 
price level and a growing export trade. The intervention of 
government credits in this series of events changed the 
whole nature of the case. There was little connection be- 
tween the flow of trade and the means of payment. There 
was no sure force which worked to equalize prices between 
countries, since the flow of both goods and money was 
irregular and disturbed. 

Economic and psychological factors were both of impor- 
tance in the years following the armistice, but, as has been 
indicated already, the psychological influences tended to 


*This was possible because of government borrowings abroad. See 
Chapter III. 


*Charles Rist, La Déflation en pratique (Paris, 1924), pp. 113, 129. 
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become more and more significant. On the basis of these 
causal factors, one can divide the postwar period into four 
distinct phases of depreciation. During the first years, 
1919-22, the controlling factors were mainly economic. This 
has been called the cyclical period by Professor Aftalion, 
because there was a wave-like movement such as is fre- 
quently called a business cycle.” Confidence was not the 
decisive factor during these years. The reasons behind 
credit movements were complex, but they were probably 
related fairly directly to the flow of commodities between 
countries, and not to estimates of the ultimate gold value 
of the currencies concerned. 

During the second phase, 1922 and 1923, economic and 
political factors were ‘more nearly balanced and the esti- 
mates of exchange values were based to a considerable ex- 
tent on the progress of the reparation question. The vol- 
ume of credits moving against the franc was very large and 
quite out of proportion with commercial needs. Psychologi- 
cal influences were increasing in strength. This general 
trend continued with increasing force during the speculative 
years of the third period, 1924-26, a time of unsettled opin- 
ion and wild gambling. These years were characterized by 
the growing importance of public opinion and capital 
movements based on the changing value of money. We see 
this, for instance, in the speculative drive beginning in the 
last weeks of 1923, called ‘“‘the battle of the franc,’ and 
again in the exchange crisis towards the end of 1925, cur- 
rently referred to as “the confidence crisis.” The former 
was a deliberate effort to drive the franc down, beginning 
with the knowledge on the part of a few of the unsound 
condition of government finance; the latter was a wide- 
spread effort on the part of many people to save what they 
could from what threatened to be the wreck of the French 
financial system. Following these troubled times, there came 


*See infra, Chapter VI. 
? Albert Aftalion, Monnaie, prix et change (Paris, 1927), pp. 18-20. 
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the final stage of de facto stability. This began in the last 
quarter of 1926 and continued into 1928.1 Both the rapid 
decline and the ultimate recovery of the frane were con- 
ditioned by public opinion. Moreover, opinion frequently 
ran counter to many important economic factors in 1926 be- 
cause of political dangers or hopes. In 1926, for, instance, 
it carried the franc back to a level scarcely justified by the 
financial situation, when a truce between parties gave the 
government a chance to work out a consistent program. 

The different periods, as given below, are similar to, but 
not identical with, those in Aftalion’s book.2 


I. The war period: 1914-18 
II. The cyclical period: 1919-21 
III. The reparation struggle: 1922-23 
IV. Speculation and realization: 1924-26 
V. Stability: 1926-28 


Such a division into periods, though arbitrary in so far 
as it sets precise dividing lines, is useful and distinguishes 
clearly the actual changes in relationships. The cyclical 
period, for example, stands out distinctly from the rest of 
the postwar period. The erratic up and down movements of 
prices and exchange rates in the years 1919 to 1922 were 
unlike those at any other time from the outbreak of the 
war until 1928. 


THE CycuicaL Prriop: 1919-1921 


Let us turn now to a consideration of the cyclical period. 
What were the conditions of economic life at this time? 
Wholesale prices were declining slightly; in contrast to 
this, the note circulation of the Bank of France was in- 
creasing. This was due primarily to the need of the govern- 


*See infra, Chapter X. - 

7A. Aftalion, op. cit., p. 12. These periods were chosen as the basis of 
the analysis of the postwar period by the writer in her doctor’s thesis, 
1926. Confirmation of the choice is now found in Professor Aftalion’s book. 
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ment for funds, and not to the price situation and the 
requirements of internal trade. Then it is important to note 
that if there had been any hope on the part of the govern- 
ment that the fall of the franc would check imports," 
this hope was not justified by events, for imports increased 
in both quantity and value. This was inevitable in view of 
the reconstruction needs, which were difficult to estimate. 
No one could tell how great these needs would be, nor how 
long the work would take. The uncertainty was further 
increased by the continued fall of the franc. There was no 
point of lasting stability, once the exchanges were un- 
pegged, until the government and the Bank of France 
again intervened in 1926.2 There was no notable reaction 
until April, 1920 when exchanges turned in favor of the 
franc. 

During these years, 1919-22, there are four subjects 
which deserve special consideration. One of these is, obvi- 
ously, the exchange rates; a second is the budget and various 
financial programs of the government; a third, the defla- 
tionary program instituted in 1920 to take effect in 1921; 
and a fourth, the course of prices and the relation between 
the world crisis and French economic conditions. The move- 
ment of the various factors, the results of the different 
programs, are extremely complex. They reflect directly and 
indirectly the mistakes and losses which occurred during 
the war, and some of the contradictions and uncertainties 
were inevitable. It must be remembered that there were 
no precedents to follow; the adjustment necessary was 
much more far reaching than that after previous wars, for 
the changes in money, prices, budgets, and international 
relations were unusually great. The future course of eco- 
nomic events was unpredictable. Therefore speculation was 


*See supra, this chapter. 

2 Revue d’économie politique (March-April, 1927), vol. xli, no. 2, p. 374. 
From August to November, 1926 the treasury bought exchange to mitigate 
the upward tendency of the franc. In December the Bank of France took 
over this function. See infra, Chapter VI. 
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rife, forecasts were unreliable, and sudden changes in value 
became the order of the day. 

The movement of the frane on the foreign exchanges 
during the cyclical period was influenced in the main by 
three factors. First, there was the technical condition of 
the market; the lack of credits available at the moment of 
unpegging was, as has been indicated above, the main cause 
of the precipitate drop in 1919. Then the second important 
influence was confidence or lack of confidence, based on the 
hope of securing foreign credits; the break of the frane 
after President Wilson’s message in December is illustrative 
of this. It will be remembered that at this time Wilson 
declared Europe must work out her own salvation, and his 
attitude lessened considerably the hope of credits from 
America. 1 Finally, the exchange rates were governed during 
a part of this time by the movement of prices. At this time, 
as at no other during these postwar years, prices controlled 
exchange rates to a considerable extent, directly and 
through their influence on commerce. Moreover, the move- 
ment of prices was mainly independent of exchange rates, 
though it was accentuated somewhat by this factor.? 

At the close of the war, it was realized that the mone- 
tary units of central Europe might depreciate, but there 
seemed no clear reason why the victors should suffer in this 
way. Then, again, the increase in prices was blamed al- 
most entirely on war conditions. A large note circulation 
was considered to be a temporary abnormality, while the 
unfavorable balance of trade was a matter which could be 
righted in a few years. In the meanwhile, credits could 
undoubtedly fill the gap. These were the thoughts of most 
of those who gave the matter any consideration. It is inter- 
esting to wonder whether or not a wise policy during 1919 
and the years that followed could have brought the franc 
to par. It is possible that if France had shown a clear in- 


* Jules Décamps, Les Changes étrangers (Paris, 1922), p. 358. 
* Aftalion, op. cit., p. 17. 
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tention to tax and economize, if it had been easier to work 
out a harmonious reparation policy, and if in some way the 
United States could have extended credits to help with 
reconstruction, the frane could have held its own.t Such 
a hypothesis, however, is mere speculation. The views of 
England, America, and France were in fact divergent. 
Foreign credits were not put at the disposal of France and 
money could not be collected from Germany. It must be 
admitted by the most severe critics of France that her task 
was extremely difficult; it must be granted by the most 
lenient that the financial measures of 1919 and 1920 were 
deplorable.” 

The return of the frane to par may be considered as still 
possible at the beginning of 1919. It had become out of 
the question by the end of the year. The france was then 
worth less than half its par value. In view of the heavy 
burdens within and without the country, no sufficient de- 
flation, export balance, or foreign borrowings could bring 
it back to its old value. It is rarely possible for a money to 
double its value—severe depreciation has usually meant 
a permanent change in value. It is impossible to say pre- 
cisely at what point the fall, begun in March, 1919, might 
have been stopped, but it is probable that the value re- 
gained after the 1920 price collapse, that is nine cents per 
franc, might have been retained throughout. It is certain, 
however, that during all these years many politicians and 
financial leaders in France expected a return to par and 
the hope was not entirely abandoned until 1928. 

The france fell steadily throughout the year 1919, with 


*Germain Calmette, Recueil de documents sur Vhistoire des réparations, 
1919, May 5, 1921 (Paris, 1924), p. 36-61. See the discussion regarding 
credits for reconstruction. 

? Rist, op. cit., p. 66. Professor Rist, whose view of French affairs is 
extremely judicious, said that the year 1919 weighed heavily against 
France as time went on. See George-Edgar Bonnet, Les Expériences moné- 
taires contemporaines (Paris, 1926), p. 96. M. Bonnet says the mistakes of 
this period had serious consequences. 
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a few short reactions. The sale of French securities! and 
some favorable speculation made such reactions. It was 
hoped in France that the signing of the treaty would bring 
a better state of affairs, but there was disappointment on 
this score.2 The temporary improvements in the franc 
alluded to occurred in May, July, August, and September. 
The very sharp decline in December, due mainly to dis- 
appointment at the American attitude, was followed by 
an upward movement, but the fall of the france continued 
after this interruption through the first months of 1920. 
Sudden changes in the value of the franc, even more 
erratic than in 1919, characterized the year 1920. The peril 
inherent in the monetary situation in Europe had finally 
been realized.? The conflicting currents of opinion and the 
uneven adjustment to postwar conditions were reflected in 
the sharp up and down movement of foreign exchange rates 
and wholesale prices. The net movement of the franc was 
decidedly downward, but there were two short. periods of 
appreciation. The lesser of the two was in February; the 
second was in May, and coincided with the fall of prices in 
France and other countries. It is interesting to note that 
at this time purchasing power parities justified a rise of 
the franc, but it is probable that other factors were of 
considerable weight. Among these was a slight improvement 
in international relations.t The plans for the Brussels Con- 
ference made foreign speculators more hopeful of con- 
certed action to steady exchanges. The prospect of a good 
harvest and import prohibition on some goods lessened the 
demand for foreign exchange on the part of the French. 
The buying of francs went too far, however, and the decline 


*Jules Décamps, op. cit., p. 350. 

*Le Pour et le contre (Paris, July 6, 1919). 

*R. G. Hawtrey, Monetary Reconstruction (London, 1923), p. 105. 
Hawtrey says that American exporters had been misled at first by the 
balance of trade fallacy into thinking depreciation a temporary phenome- 
non. They began to see their mistake by the end of 1919. 

“Le Pour et le contre (May 16, 1920), 
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which began in July continued with few interruptions 
throughout the rest of the year. 


Tue RIss oF THE FRANC 


The year 1921 was the most favorable one for the franc 
of the entire postwar period, or, as reflected in the foreign 
exchange, the cost of the dollar fell from 16.63 frances on 
January 6 to 12.48 frances on December 29.1 The highest 
point for the franc was in May. There were a number of 
influences which tended to strengthen the French position 
during this year. For instance, there were the deflationary 
measures discussed below, which were taken as a favorable 
sign by many.? Moreover, taxes had been increased in 
1920. At this time, too, imports declined notably both in 
value and in weight, so that the balance of trade was favor- 
able during five months of the year. French prices were 
still low on a gold basis and this, added to other things, 
helped restore confidence and trade. Meanwhile reconstruc- 
tion was going forward rapidly and the volume of produc- 
tion increased towards the end of the year, after the short 
setback due to the general depression. It should be noted 
that the rise of the france on the foreign exchanges was 
greater at the end of the year than was its rise in terms of 
goods in the domestic markets. It is probable that the judg- 
ment of financiers, which was reflected in this, was governed 
mainly by economic factors such as prices, commerce, and 
French productive power. Political difficulties over the 
reparation question were not, as yet, acute. At this time the 
instability of exchange rates had not been strikingly evi- 
denced by the collapse of the mark. This is one reason why 
many people were willing to hold credits in France. 

Of the three types of influences* mentioned above— 


*See appendix. 

? Rist, op. cit., p. 65. This was not real deflation but was considered to 
be such by many. See infra, Chapter VI. 

*See appendix, “See supra, this chapter, 
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that is, confidence, the market situation, and prices—prices 
had more influence on exchange rates during 1921 than at 
any other time. It is true that confidence was important at 
all times, but it determined the shorter speculative move- 
ments rather than the underlying trends during these three 
years. The “technical” market situation was not of very 
great significance except in 1919, when there was a sudden 
abnormal shortage of means of payment for foreign debts 
which precipitated the sudden fall of the france. 


Tue Crédit National 


Since the financial policy of the government after the 
war was to a very large extent conditioned by reconstruc- 
tion, it is well to consider at this point the way in which 
this matter was handled. It was obvious at once that money 
would have to be raised in France more quickly than even 
the most optimistic persons could expect France to collect 
the bill from Germany. Since the budget was already 
heavily burdened and deficits had been large during past 
years, further loans seemed to be the only way of meeting 
this pressing need. A new institution was created in 1919 
for the purpose of managing these loans. This was called the 
Crédit national.’ It was a société anonyme formed for the 
purpose of making advances to war victims and of float- 
ing loans to secure the necessary funds. 

It is very difficult to appraise the exact amount of money 
spent on reconstruction, the original loss through devas- 
tation, or the extent of graft and overpayment. One cannot 
judge accurately the losses sustained by France because of 
the strong motive for exaggeration which influenced almost 

*Documents parlementaires, Chambre, 1924, annexe no. 537, pp. 2109, 
2110. The law of October 10, 1919 ratified the convention of July 7. This 
report of the finance commission discussed the operations of the Crédit 
national and other matters connected with reparations and reconstruction. 


See also Louis Lamber, Le Crédit national pour faciliter la réparation 
(Paris, 1925), 
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all the French estimates. Moreover, since the replacement 
value was the significant figure, the amount differed with 
the changing value of money and with changing costs. It is 
equally difficult to estimate the exact cost of reconstruc- 
tion because of the complex method of payment mentioned 
above. A very large part of the payments were made not 
in cash but in securities. Both the Crédit national and the 
government made restitution in the form of credits. Bons 
de la défense nationale, rentes, and obligations were used 
for this purpose.’ It seems that a very large part of the 
payments were made in this way. The total amount spent 
under the head of reconstruction up to September 30, 1924 
was approximately 129 billion frances. This figure, however, 
includes interest charges and pensions as well as principal, 
and as to principal, the damage to both private and public 
property. This 129 billions is about equivalent to the in- 
crease of the internal debt. 

The total spent on reconstruction was divided as follows: 


Allowances and pensions to war victims......... 36 billion francs 
Damages" to. private property sauce. oee ee eee Otis = 
Reconstruction of railways and public domaine.... 138 “ o 
Interest on loans for reconstruction.............. 1) 9 & S 
Rotal as. scx aytees Hal: see eae 120 ee ae 


The French demands from Germany were set at 180 billion 
francs.* The Justice of this claim, which includes pensions 
as well as actual material damage, has frequently been ques- 
tioned. Moreover, the accuracy of the estimates of dam- 


*Etienne Clémentel, Ministre des finances, Inventaire de la situation 
financiére de la France au début de la treiziéme législature (Paris, 1924), 
p. 88. 

* Documents parlementaires, Chambre, 1924, annexe no. 537, p. 2109. 

°K. Michel, La Situation financiére et V’achévement de reconstitution 
(Paris, 1925), p. 16. See note (1). This figure was that chosen by the Repa- 
ration Commission. MM. Millerand and Loucheur had asked as much as 
220 billions in 1920. MM. Briand and Loucheur reduced the demand to 
171 billions in May, 1921. M. Michel indicates, in his discussion, the figure 
40 billion gold francs. He adds that the Dawes Plan seems to occasion a 
new reduction. 
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ages has been challenged, notably by Keynes. However 
important it may be to decide these matters in principle, 
the sums actually received from Germany were so far below 
these demands that the original estimates lose much of their 
significance in retrospect. In one respect they are important, 
however, amounts paid out by the French for reconstruc- 
tion were undoubtedly greater because of the hope of col- 
lecting from Germany. But as time went on it grew more 
and more apparent that the problem was one of internal 
finance and domestic politics. The later repercussions of the 
reparation question on the frane and international rela- 
tions were not anticipated. 

It is obvious that the expenditure of billions of francs 
for this special purpose complicated the budget greatly. 
The expedient of the Crédit national and the institution 
of the “recoverable” budget did little to lessen the diffi- 
culties. In fact, they concealed the real situation and post- 
poned the day of adequate effort. The mistakes of these 
years were serious but they were to a certain extent the 
inevitable outcome of postwar opinion and needs. The 
importance of energetic action in reconstruction is recog- 
nized by all those who know the spirit of the French peas- 
ant. Refugees poured back to their homes with dauntless 
courage; they were willing to live in ruins, but the govern- 
ment, for the good of the nation, had to see that the means 
of transportation were restored and food supplies available. 
By the end of 1921 two million people had returned to the 
devastated North. The transformation of the countryside 
was surprising. With astonishing rapidity barbed wire was 
cleared away, shell holes by the thousands were filled in, 
roofs were patched, and new crops planted. In fact, the 
recovery of the countryside was more rapid than anyone 
aware of the destruction would have believed possible. 

It is small wonder that there was much extravagance, 
waste, and graft in the course of all this rapid reconstruc- 


* Etienne Clémentel, op. cit., p. 86. 
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tion. One loophole for corruption was opened by the review 
of claims by local committees much interested in generous 
grants to their own communes. There was collusion between 
those who assessed damages and those who contracted to 
rebuild. Some, even, developed a thriving business by buy- 
ing claims from peasants outright for cash and then col- 
lecting much larger sums at a later time from the govern- 
ment. It must be remembered that there had to be decisions 
on no less than 3,073,203 claims up to January 1, 1926.7 
As the result of these decisions some people made large 
profits, while others who were paid in securities instead of 
cash, or who did not urge their claims at once, lost very 
heavily.2, Many war victims were forced to sell govern- 
ment securities when they were greatly depreciated, and 
to buy goods at prices even higher than those at which their 
damages had been assessed. 

A considerable part of the claims mentioned were paid 
in the years 1919-22. For instance, about half the sum due 
for damage to private property, that is more than 37 bil- 
lion frances, was met during these years.? Almost all of this 
amount was paid in securities, but the interest charge and 
some cash payments inevitably increased the budget ex- 
penditures. The Crédit national floated loans amounting to 
11 billion frances during this period.* Unfortunately, it is 
impossible to discover the exact amounts spent and the 
means of payment in any clear fashion. It is significant 
that the increase in the internal debt was more than 86 
billion franes.® A large part of this was due to the recon- 
struction of public and private property. It was not all due 
to this one cause, however, since the total budget deficits 
for these years was 108 billion franes,® a sum larger than 

*#E. Michel, op. cit., p. 38. 

? Some accounts were still unsettled in 1927. 

*E. Clémentel, op. cit., pp. 88, 89. 

*Documents parlementaires, Chambre, 1924, annexe no. 587, p. 2110. 


*Henry Chéron, Documents parlementaires, Rapport au Sénat, Feb- 
ruary 22, 1926, annexe no. 84, p. 277. °E. Clémentel, op. cit., p. 21. 
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the amount spent on reconstruction up to this time. There 
is much confusion as to just what happened, because of the 
fact that the Crédit national did not make all the payments 
for indemnities, and all the government expenditures were 
not included in the budget. 

The large expenditures which were so necessary to the 
recovery of France overshadowed financial problems such 
as the exchange instability. The policy of ever-increasing 
loans was unfortunate, but up to a certain point it was 
inevitable. Later difficulties were due both to deceptive 
methods of handling these complex expenditures and to 
more serious political problems which made the increase 
in taxation difficult. There was a notable change in the 
yield of different forms of revenue at this time,? but the 
increases were not adequate. Two of the more important 
changes were the increase in the income tax, which had been 
imposed in 1916 and began to yield considerable revenue 
after the war, and the business turnover tax, which was 
imposed in 1920. The yield of the former was almost three 
billion frances in 1921, as compared with 51 million francs 
in 1916.3 The business turnover tax was the most pro- 
ductive of all taxes in later years, although its yield at this 
particular time was not very high. In 1921, the second year 
of its operation, it netted slightly less than two billion 
franes.4 

Such increases in revenues were considerable, and were 
the outcome of a dawning realization of the inadequacy of 
the war taxation. Government receipts were as follows: ® 


TRON eShs Parr AeA CL one eae Re 6.8 billion frances 
LOO eda ne eectee nae eae 11. cs & 
ODO MReer ete cara ee aL rope an 20 Sec s 
LOD IE Reece 5 Tes VERE en a Deb 1G cs 


*H. G. Moulton and C. Lewis, The French Debt Problem (New York, 
1925), pp. 75-80. 

7H. Clémentel, op. cit., pp. 112-121. *Ibid., pp. 128, 124. 

* Bulletin de la statistique générale de la France, vol. xii, no. 11, p. 155. 
This figure given is 1,897 million francs. In 1920 the yield was 942 million 
francs. *E. Clémentel, op. cit., pp. 14, 21. 
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The total expenses for the three years equaled 163 billion 
franes, of which sum 59 billions were included in the “re- 
coverable” budget. The practice of separating these charges 
from the more permanent ones was abandoned in 1925." 
Until this was done, no clear understanding of the situation 
was possible. In fact, during this cyclical period the im- 
portance of the budget revision was entirely overlooked by 
the general public. It was left to the experts to try to 
devise methods of raising money. But even those most 
deeply interested in readjustment and sound methods of 
reconstruction found the problem very much complicated 
by these separate budgets, the treasury and the Crédit 
national, each included accounts under the head of re- 
construction and of loans, and gave each other credits 
on various counts. Public opinion was not much concerned 
with this complicated mass of accounts. It was not until 
later that the deficits stood out so conspicuously that. poli- 
ticians were forced to united and reasonable efforts. 


OPpPposITION TO INFLATION 


Even during this first period, however, there was some 
general concern about inflation. The menace of increasing 
issues of notes, though vaguely understood, was felt to be a 
cause of high prices and some of the various industrial 
ills. There had been considerable objection to the increase 
in the advances of the Bank of France to the state author- 
ized in February and April, 1919 by virtue of which the 
limit was set at 27 billion, as compared with 21 billion 
francs. In order to offset these objections, the state had 
promised to repay the increase voted in April, 1919 from 
the proceeds of the next loan. The funds which the govern- 
ment received, however, were immediately absorbed by 
budget needs, so that there was no surplus remaining with 
which to carry out this arrangement.? Then it was realized 


*Documents parlementaires, Chambre, loc. cit., annexe no. 5387, p. 2059. 
*Ibid., Sénat, 1920, annexe no. 629, p. 1088. 


MONETARY CHAOS, 1919-19922 137 


regretfully by those who favored deflation that the govern- 
ment was too heavily burdened with reconstruction and 
other expenses to cut down its floating debt at this time. 
The importance of the issue was considerable, and the Min- 
ister of Finance, Francois-Marsal, made a convention with 
Governor Robineau of the Bank of France which was the 
basis of the law of December 31, 1920. 

The deflationary measure was to take effect at the end 
of 1921. Beginning with that year, the state was to repay 
each year two billion franes of its debt to the Bank; * thus 
it would extinguish the debt in about thirteen years. It is 
interesting to observe that this measure aroused little oppo- 
sition in the Chamber of Deputies. It was passed without 
heated debate or long delay, and was expected to exert a 
very buoyant influence on the unstable franc. There were 
even intimations in the government report of the possibility 
of a return to prewar conditions and the former gold par. 

Professor Rist has criticized this measure, very justly, as 
a mistaken application of principles which had been effec- 
tive in the more simple circumstances of 1870-76.2 The law 


*Documents parlementaires, Chambre, 1920, annexe no. 1880, pp. 539, 
540. See also Chambre, annexe no. 1958, pp. 1660, 1661. The law read in 
part as follows: 

Le montant des avances fixés provisoirement 4 27 milliards par la 
convention des 24 avril 1919 et 14 avril 1920, est maintenu & la méme 
somme jusqu’au 31 décembre 1921. 

L’Etat s’engage & effectuer, avant le ler janvier 1922 le remboursement 
nécessaire pour ramener & 25 milliards le montant des sommes prélevées 
sur les avances de la Banque de France. 

L’Etat poursuivra l’amortissement de sa dette envers la Banque de 
France & raison de 2 milliards au moins chaque année et en conséquence, 
le montant des avances autorisées sera, chaque 31 décembre, réduit d’une 
somme de 2 milliards. 

* Rist, op. cit., pp. 79-84. He points out that the improvement of the 
exchange rate at that time was contemporaneous with but not the con- 
sequence of the deflation, which should indeed hardly be called deflation, 
since the number of notes in circulation scarcely changed (p. 80), despite 
the repayments by the state to the Bank. Moreover, the debt to the 
Bank of France was so much smaller as to be quite a different problem 
from that of 1919 and 1920. 
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was executed during the first year and only partially carried 
out during the second.' This slight reduction of the debt to 
the bank was only possible because of the price situation at 
the time, and it was not a net reduction of the state debt. 
For while these two billions were being paid back to the 
Bank, the other portions of the floating debt were increas- 
ing. The net change was, in fact, an increase from 81.5 
billion francs in 1920, to 88.5 in 1921, and a slight increase to 
89 billion francs in 1922.2 Such figures prove quite conclu- 
sively that the effort at deflation was artificial, and ill timed. 
Moreover, the long-term debt increased slightly at the same 
time and all signs point to the serious embarrassment of the 
government in facing its different obligations. It is true that 
there was a very slight reduction of the note circulation, but 
this followed rather than preceded the decline in prices of 
this period.* Indeed, there was no significant change for 
the better unless we give importance to the psychological 
advantage in a resolute opposition toward inflation. There 
were decided disadvantages, on the other hand, resulting 
from the mistaken attempts of the state to carry out this 
convention; one of these was the falsification of the bank 
statements which was revealed in 1925.4 Moreover, this 
manner of dealing with the problem led to a false feeling 
of security from which the country was rudely shaken after 
it had lost the power to recover quickly its former position. 
An early search for the deeper causes might have prevented 
the piling up of the floating debt and the consequent in- 
creasing burden of interest payment. 

The fall in prices which came with the world crisis of 
1920 made possible the illusions regarding the deflationary 
convention. The collapse originated in other causes than 
the monetary policy of France. One should remember that ° 


*Only one billion francs were repaid in 1922. Repayments in full did 
not begin again until 1925. See infra, Chapter V. 

*See table showing internal debt, infra, Chapter VI. 

*See supra, Chart V, p. 115. “See infra, Chapter V. 
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the rise of wholesale prices had been practically simultane- 
ous in all countries after the war, whereas the fall of prices 
was precipitated in the United States and spread thence 
to other countries. There is special interest in this wave-like 
movement of the price curves because it was similar in 
France, England, and the United States—an evidence of 
the degree of economic solidarity between the important in- 
dustrial countries of the world. It became obvious at this 
time that there were more serious problems and maladjust- 
ments in the economic world than the volume of paper 
money in circulation alone could account for. Inflation 
had been an important factor in the price movement but 
it cannot be held responsible for all the increase any more 
than the very slight deflation can be made accountable for 
the subsequent crash. 


Postwar Price INCREASE 


There are a number of elements which worked towards 
higher prices from the armistice to April, 1920. It is not 
possible to make any one of them entirely responsible. 
Speculation of various kinds and attempts to readapt pro- 
duction to peace conditions were largely responsible. A 
mistaken point of view and unavoidable technical difficulties 
combined to bring about the same effect. The optimism at 
the close of the war, already discussed, was as evident in the 
realm of prices as in that of foreign exchange. It is true 
there were conflicting interests of consumers, who hoped 
for falling prices, and producers and wholesalers, who flour- 
ished with increasing demand; but the most effective influ- 
ences and forecasts in France and in other countries pointed 
to an expansion of industrial activity. There were, more- 
over, some indications of a rapidly recovering commerce and 
a high consumption of goods. 


*Gaston Jéze, Les Finances de guerre de la France (Paris, 1920), pp. 
176-192. See discussion of varied influences here outlined 
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After the war, various factors conspired to conceal the 
real loss of purchasing power, which was bound to bring 
a relapse. In the meanwhile new debts grew and old ones 
were renewed, so that credit expansion was very great.’ In 
addition, the note circulation increased slightly, as has been 
indicated above.? The increase in both cash and credit in 
France was based in a very general way on anticipation of 
payments from Germany. The uncertainty of such assets be- 
gan to be apparent as the liabilities became more and more 
burdensome. This expansion was not the cause but it was 
the means by which the price rise continued. The rise would 
not have gone so far nor continued so long without a ready 
increase of the means of payment. 

It is perhaps more difficult to find the reasons behind all 
the different price movements occurring in the United 
States and some other countries than it is in the case of 
France, for in France the mental attitude, the rehabilitation 
of the North and the spending of hoarded money were all 
definite factors which contributed towards the rise. M. 
Décamps has selected four from a host of possible factors.® 
These are (1) large purchases of land by peasants, (2) the 
use of bons de la défense for money, (3) the eight-hour day, 
(4) the disorganization of transportation. He stresses espe- 
cially inflation through bank notes and bons and credit.* 
All of these influences undoubtedly had some importance, 
though the use of the bons as money was almost negligible.® 
It is probable that he exaggerates the mechanical impor- 

*U. S. Senate, Foreign Currency and Exchange Investigation, p. 473. 
Deposits and current accounts of the three large banks increased from 
about 12 billions in 1919 to 13 billions in 1920. They were only 7 billions 
in 1918. Moreover, the combined total of clearings for both the Bank of 
France and the clearing house jumped from 438 to 854 billion franes in 
1919 and 1920, respectively. See reports of the U. S. Commercial Attaché 
in Paris. 

?See supra, this chapter and appendix. 

* Jules Décamps, op. cit., p. 367. 

‘Tbid., op. cit., p. 369. 

°See infra, Chapter VI. 
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tance of the means of payment. Only to a slight degree was 
creation of notes and credit an active force ; whereas the 
desire to spend and borrow was undoubtedly a very strong 
influence. The sudden increase of cash in hand did influence 
the buying attitude of peasants to a certain extent. The 
mere fact that they had accumulated money without spend- 
ing much during the war probably encouraged them in some 
instances to enlarge their holdings of land.1 

It is usually more important to find the motive than the 
means of price increase, and in the French experience the 
psychological elements bulk large. Every evidence indicates 
a boom attitude at the time. Germain Martin is clear on this 
point.? 

At this time there developed an optimism without limits, which 
increased rapidly between 1919 and the month of August, 1920, 
during which there was a quick and uninterrupted rise in whole- 


sale and retail prices. The collapse was sudden, it lasted until 
March, 1922... . 


Speculative factors of the most general sort were very in- 
fluential. Activity on the stock exchange was less significant 
than that of wholesale markets, although the value of se- 
curities did fluctuate somewhat with prices.? The expecta- 
tion of large expenditures for reconstruction and the sud- 
den increase in the demand for certain commodities led to 
a fairly general marking up of prices. Such movements have 
a tendency to be cumulative, particularly when they are 
accompanied by a policy of readily expansible credit.‘ 

* Professor Rist agrees with those who give some importance to these 
land purchases immediately after the war. 

*Germain Martin, op. cit., p. 228. 

*Supplément aux Indices du Mouvement général des affaires, 4th year, 
January, 1926, Institute de statistique de Paris, L’Etude des cycles 
économiques, p. 13. 

‘R. G. Hawtrey, op. cit., p. 62. Credit has an inherent tendency to 
expand, and the problem of controlling it reduces itself in practice to 
curbing this tendency in time to prevent undue depreciation of the mone- 
tary unit. Such an effort was not exerted quickly enough after the con- 
clusion of the war. 
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Illustrations of the influence of postwar maladjustments 
on price movements, such as Décamps probably had in 
mind, were frequent, though rarely referred to in the formal 
discussions of the period. In the early months of 1919, to 
mention a trivial but typical instance, there was a sudden 
shortage of matches in Paris; this sent the price sky high. 
The reason was that when the peasants began returning to 
their farms and industrial workers to the textile regions in 
the North, practically all the matches available were shipped 
to Lille. Since it was difficult to distribute them from that 
center to the outlying districts, even in that region they 
were extremely expensive. Similar incidents occurred in the 
case of a great many more important commodities. They 
were due partly to the efforts of the government to help the 
refugees and partly to the profit-making instincts of private 
individuals. Such sudden displacements of goods in the hope 
of large gains led to the accumulation of high-priced stocks 
of goods and to abnormal shortages in certain sections. 
Since this was true, it is probable that even without the 
infectious influence of a general rise in prices in many coun- 
tries, reconstruction activity would have induced a con- 
siderable increase in France. 

Perhaps one could generalize these explanations so that 
they fit other countries than France. For the optimistic at- 
titude after the war was certainly fairly universal. However 
this may be, in France there was no clear concept of war 
losses, the deceptive influence of artificial purchasing power 
was very general, and the hope for a return of “good times” 
was widespread. The combination of a feverish optimism, 
and of wasteful habits learned during the war, lead to un- 
economic production, speculative buying, and a careless 
and confused management of affairs. The result was in- 
evitable; the unsound structure was doomed to grow higher 
and then crash with its own weight. Some measure of defla- 
tion was bound to come with this inevitable reaction; this 
deflation occurred in 1921. 
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THE CRIsIS 


While the rapid rise of wholesale prices + and the con- 
tinued expansion of credit began to cause anxiety, no vigor- 
ous action was taken in France in 1919. Other countries 
considered active measures to check this movement as a feel- 
ing of general apprehension began to develop. In England, 
at this time, the Cunliffe Committee prepared its report, 
recommending deflation of the note circulation.? In the 
United States, the Federal Reserve Board began to consider 
seriously the problem of checking credit expansion.? In 
France, on the other hand, deflationary sentiment was at a 
minimum because of the more obvious needs of reconstruc- 
tion and the truth was obscured by the temporizing policies 
of the finance minister. At the same time, it is probable that, 
though some check on expansion of money and credit in 
France would have been advisable, it was both more diffi- 
cult and less necessary to her than it was to the United 
States and England, who were unembarrassed by actual dev- 
astation. 

Granted these conditions and ideas, the crisis of 1920 was 
inevitable. The shock which precipitated or “timed” the 
fall of prices seems to have been the collapse of silk and the 
violent economic crisis in Japan. 


The ground was well prepared for a crisis, and it needed only 
to start in one place for it to spread far and wide. The first col- 
lapse occurred on the market for material supplied to the clothing 
MCUSETY vei 3 


1The increase during 1919 in France was from 382 per cent of 1914 in 
May, to 432 per cent in December. See appendix, p. 510. 

? Rist, op. cit., pp. 14-22. There had been a first report on August 15, 
1918. The second report was dated December 3, 1919. See also Cassel, 
Money and the Foreign Exchange After 1914 (New York, 1923), p. 204. 

° Gustav Cassel, Money and Foreign Exchange After 1914 (New York, 
1923), p. 221, and R. G. Hawtrey, op. cit., p. 103. In October the reserve 
ratio fell to 48.3 per cent. The rediscount rate was advanced slightly and 
there was discussion of the advisability of restricting credits and pre- 
venting speculation as far as possible. *Cassel, op. cit., p. 232. 
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Leather, hides, and silk were the first important articles to 
show marked declines. The banks stopped financing the 
holdings of large stocks of goods by speculators, particularly 
the large accumulations of silk, and the price of this com- 
modity dropped 50 per cent in a very short space of time. 
In this connection, Hawtrey gives importance to the threat 
of gold exports to Japan and other similar strains on bank- 
ing reserves in the United States.1 It would be a mistake to 
emphasize the importance of any one particular event as a 
cause of the reaction. It is probable that if there had been 
no trouble in Japan some other circumstance would have 
occurred to shake the unsound credit structure. However 
this may be, the first important change occurred in the 
United States.? 

The Federal Reserve rates were raised above six per cent 
in January, 1920; 3 shortly after this American banks sud- 
denly began curtailing loans to exporters. There followed 
a slight panic in Paris on the foreign exchanges, when the 
dollar rose from 11 to 15 franes. This flurry accentuated 
the distrust both in the United States and abroad which 
was already considerable. Moreover, there was a growing 
impression that European budget methods were unsound 
and that there were difficulties ahead in regard to rep- 
arations, which made further extension of credits to for- 
eign countries by the United States seem extremely risky. 
This change of attitude led to a very sudden change in 
both physical production and the price of goods. The Federal 
Reserve Board wholesale index number of prices for the 
United States, which had increased slightly from January 
to May, 1920, declined from 269 to 179 in December of the 
same year. 


* Hawtrey, op. cit., pp. 106, 107. 

*Baron Mourré, Revue d’économie politique (Paris, 1921), vol. xxxv, no. 
2, pp. 545, 567. “La crise actuelle a débuté aux Etats Unis.” 

*Possible parallels between the situation in January, 1920, and in 
January, 1928, would be interesting to note. 

* Hawtrey, op. cit., p. 105. 
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TABLE VII 
INDEX NUMBER OF WHOLESALE PRICES? 
1920 

(1914 = 100) 
Month United States France 
ALP er Guelenedenig eae 248 447 
NiGlon mamcmaned ae 248 472 
Mar te ee 253 513 
APE Meet cahtaaas 267 562 
Via bang sees 269 575 
AROUGY P see eeneirde 262 535 
AAU Aen ees Seee 254 520 
UGS ween canton’: 240 536 
Sep aaeerreien as 232 533 
Octrerwn eae 214 517 
IMO Sa aboonsor 196 489 
DC Cipiie tetas cases 179 450 


The movements of the price curves of France, England, and 
America at this time were almost identical; 2 the whole- 
sale indices in all three countries turned downward at 
practically the same moment. Such close accord between eco- 
nomic phenomena in different countries is surprising. It in- 
dicates that there was probably some sudden apprehension, 
that fear of the further economic expansion and the antici- 
pation of deflation were probably as important as the 
changes in discount rates which were actually put into effect. 
Credence is given to such an interpretation by the fact that 
psychological influences can spread rapidly from place to 
place, whereas the effect of import and export prices on 
domestic prices—an alternative explanation for this syn- 
chronization —is a much slower affair. The increase in 
money rates served to hasten the reaction because they in- 
dicated bankers’ attitudes, and because they made money 
tighter. In sympathy with this general movement, the Bank 


*See appendix. 

*U. S. Senate, Foreign Currency and Exchange Investigation, p. 458. 
Prices in Great Britain declined from May to June. 

*See curves for the three countries in Bulletin de la statistique générale 
de la France, vol. xili, no. 3, p. 226. 
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of France raised its rates from five to six per cent on April 
8, 1920.1 

The fall of prices was as precipitate as the rise. More- 
over, the fall of the dollar on the Paris exchange was also 
sudden, although it did not continue so long. The biggest 
change in the dollar rate came between May 5 and 12, 
when it fell from 16.45 to 14.94 francs; then the rate for the 
dollar turned up again in July.? It is not possible to make 
a detailed comparison of the price and exchange curves, 
since weekly price figures were not published for this period. 
The index number represents values at the end of the 
month. It is quite possible, though not certain, that the ex- 
change rate exerted considerable influence on wholesale 
prices through the declining cost of imports in francs. The 
price of cotton, for instance, one of the most important 
commodities bought abroad, declined notably at this time; ® 
wool likewise fell in price; * copper, lead, zinc, and tin all 
showed the same tendency.® Food prices which were less af- 
fected by exchange rates did not decline so rapidly as did the 
index number of all the forty-seven commodities.6 The 
purely monetary factor, that is to say, the decline of prices 
registered in paper francs—francs which were worth more 
on a gold basis—does not account for the whole change 
between the high points of 1920 and the low point of 1922. 
In other words, there was a real fall in gold prices in France. 
Moreover, the franc was worth less than the comparison 
of prices in the United States and France would justify.” In 
this period of change, the order in which events followed 
one another was that which is frequently called cyclical; the 


*Le Pour et le contre (Paris, December 19, 1927). See infra, Chapter VI. 

*See appendix for exchange figures from La Cote officielle. 

*Lucien March, op. cit., pp. 94, 95. 

‘Tbid., pp. 96, 97. *Tord., p. 75. ° Tbid., p. 300. 

"U. S. Senate, Foreign Currency and Exchange Investigation, pp. 476, 
477. See also chart facing page 330. The chart on page 314 indicates that 
later, by the middle of 1921, subsequent prices on a gold basis had reached 
a point of relative instability. Later changes in paper prices did little more 
than reflect changes in the exchange rates until 1926. 
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reason for the reaction was largely psychological. The sud- 
den collapse of prices in most countries was due both to the 
changed attitude of speculators and to a shift in the policy 
of governments and central banks. As always in such cases, 
those who had large stocks of goods were forced to sell them 
at a sacrifice, and the movement, once begun, gained im- 
petus through a number of months until low costs and in- 
creasing demand turned the tide in the other direction. This 
further change came eventually in 1922. 

The next year, 1921, was the one of great depression and 
inactivity. Production as measured by the Dessirier index 
for France fell to forty-nine per cent of prewar in October 
from seventy per cent in 1920.1 Then bank clearings, usu- 
ally a fairly good indication of economic conditions, re- 
flected the depression to a certain extent, though the change 
from 1920 to 1922 was not very great. In fact, the lowest 
point was that reached in 1922 after the general production 
situation had improved; demand liabilities of the four large 
banks showed a very slight reaction with the depression.” 
In contrast to these indications of slackened activity, the 
production of iron and steel, the number of car loadings, 
and the extraction of coal all show a fairly steady progress.’ 

A comparison of these various facts gives fairly clear evi- 
dence, therefore, that France did not suffer greatly from this 
severe reaction in price movements between 1919 and 1922. 
Her foreign commerce was but slightly affected; it is notable 


* Bulletin de la statistique générale de la France, vol. xiv, no. 1, pp. 
106, 108. The textile industry was more adversely affected than were the 
metal industries. See Louis Pommery, Revue d’économie politique (1927), 
vol. xli, no. 2, pp. 618, 624. The Dessirier index of the Statistique générale 
averages the production of the basic industries, textile, metal, etc. 

?Morgan Bank, Statistical Atlas (unpublished, Paris), p. 13. The four 
banks are the Société générale, Crédit Lyonnais, Comptoir d’escompte de 
Paris, Société générale de credit industriel et commercial. The figures for 
December of the different years are: 1920, 13,270 million francs; 1921, 
13,319 millions; and 1922, 13,966 millions. The figure for 1926, 22,469 
million francs, indicates the rapid later development. 

*See the Bulletin de la statistique générale de la France for these figures. 
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that exports increased throughout the period and the sharp ~ 
decline of imports in 1921 probably did not work great hard- 
ship.1 On the whole, the general nature of her productive 
effort and the abnormal demand caused by the rebuilding of 
the devastated regions prevented any far-reaching harm. So 
much for conditions in 1921. In 1922, French economic life 
was fairly sound, so that the gradual recovery in all coun- 
tries and partial adjustment to postwar conditions made it 
possible for her to enter upon a period of activity such that 
it has been justly called a “brilliant economic revival.” 2 
During these years and even during the later depression 
caused in 1926 by the appreciation of the franc, and its 
subsequent stability in 1927, France has shown an ability 
to keep on producing which argues well for her future posi- 
tion in the industrial world. 

To sum up the events of this period: the rise of prices 
during 1919 and 1920 had been due to misconceptions. The 
sudden collapse in 1920 was due to a reversal of opinion, to 
increased money rates, and to the fall of certain commodities 
in the world market. The continued decline of prices through 
1921 was the natural result of this severe shock to business, 
and of the forced sale of stocks of goods. The gradual re- 
covery in France and in the world at large from 1922 on- 
ward is such as one would expect after a marked recession 
of a price “wave.” It must be observed, however, that this 
recovery in France was somewhat quicker than elsewhere 
because of the productive activity stimulated by reconstruc- 
tion. 

The growing difficulties in government finance have al- 
ready been sufficiently stressed. The energetic start made 
with the rebuilding of the North had not been accompanied 
by an equally vigorous effort to meet costs through taxa- 


*See appendix. 

?J. R. Cahill, Department of Overseas Trade, Report, The Economic 
Conditions in France, revised to June, 1924 (London, 1924), Pind: 

*See supra, this chapter. 
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tion. Increases voted led to small additions to government 
revenues, but the gap was still wide between receipts and 
expenditures. A policy of loans was not wise in view of the 
already heavy government debt, but hardly any other policy 
was possible at the time. The misunderstanding of the situa- 
tion is fully brought out by the attempt to cut down gov- 
ernment borrowings from the Bank at the time when, 
paradoxically enough, it was calling for subscribers to its 
short-term notes. This deflationary effort was costly, not 
only because of the higher rate of interest on its borrowings 
from citizens, but even more because it clouded the issue 
and gave a false sense of security in the value of the franc.2 

The collapse of the franc in March, 1919, had revealed an 
alarming financial weakness. The sudden shortage of dollar 
credits had indicated that the government could not or 
would not intervene; that private lenders were becoming 
less eager to hold French credits. Favorable speculation, 
once so severely shocked, never quite rallied to the support 
of the franc; the year 1919 was therefore critical. Then it 
became evident that France was heavily involved in com- 
plex problems of international debts, reparations, and the 
delicate political questions which grew out of them; then 
it was realized that her borrowings were already crushingly 
heavy. Moreover, it was apparent for the first time that the 
previous stability of the franc, based on pegging operations, 
had been abnormal and temporary, while the attainment of 
a new and lasting stability was no easy matter. Thus the 
way was open for large-scale speculation against the franc. 

The artificial support of the franc with foreign credits was 
abandoned, but the new financial expedient of deflation was 
hardly less artificial in its essence. The convention of 1920 
between the Bank and the state gave a false appearance of 
amortization of the internal debt. Real deflation might pos- 


* Five per cent, as compared with less than three and a half per cent. 
*It led to the false Bank of France statements of 1924, 1925, for in- 
stance. See infra, Chapter V. 
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sibly have resulted in a rising value for the franc, but even 
this is not certain in view of the difficulties of 1919 and 
1920, which had increased the indebtedness of the govern- 
ment to such an extent in many cases that illusory deflation 
did little or nothing to alter the situation for the better. The 
net result was a postponement of effective amortization and 
a dangerous decrease in the margin of advances which the 
government could secure from the Bank. 

This second period of depreciation, 1919-22, has been 
called cyclical. The outstanding fact is the very rapid up- 
ward movement of prices followed by a swift collapse. At 
this time the internal value of the franc seems to be more 
significant than the external, because the changes in its 
commodity value are more striking than the changes in its 
dollar value. This interpretation may lead to an exaggera- 
tion of the importance of prices. It should be observed, 
therefore, that although prices did dominate exchange rates 
to a considerable extent, it is probable that the depreciation 
of the exchange value of the france was only partially inter- 
rupted by the fall in commodity prices, and that the ex- 
change rates had a more profound and lasting effect on 
French life. It is conceivable that had there been a de- 
termined budget policy within the country, and capital from 
American loans or German reparations to lighten the re- 
construction burden, monetary recovery might have been 
possible even in 1919. Government intervention in the ex- 
change markets might under these conditions have pre- 
vented the fatal drop of the franc. As it happened, however, 
at one and the same time the exchanges were upset by the 
necessity of suddenly adapting themselves to postwar free- 
dom, by the fears and suspicions engendered by interna- 
tional disagreements, and a weak financial program within 
France. Under such a heavy strain, there is little wonder 
that the franc broke. The results of these difficulties and 
delays were disastrous; war losses were converted into new 
forms of debts, and the day of final reckoning postponed. 


CHAPTER V 
THE Loss or ConFIDENCE, 1922-1927 


Tue liquidation of war debts and losses could not be in- 
definitely postponed. Very little of the cost of the war was 
paid for as it was fought.1 To a far greater extent the 
burden was shifted by using up capital resources and by 
borrowing abroad. The payment in loss of life, in acute 
suffering and mental hardship, began with the beginning of 
the war. The financial payment did not begin, to any sig- 
_ nificant extent, until well after the war; and the total cost 
will not have been met until all the capital destroyed has 
burden was shifted by using up capital resources and by 
new accumulations and constructive effort. These real 
changes in French economic life worked themselves out 
indirectly through two lines of causation: first, through the 
depreciation of money, which redistributed real values; and 
second, through the payment of taxes which took from some 
people and gave to others. These two changes do more than 
merely reallocate wealth. They bring to light the inevitable, 
but none the less regrettable, loss in real value. For ex- 
treme taxation and extreme depreciation are repressive and 
destructive forces. 

France began to pay for the war first through the de- 
preciation of the franc; this began in 1919 but became a 
more serious factor in 1922. She began, second, to pay in 
taxes with the very marked increase in 1924. It is true that 
before this date there had been both depreciation and in- 
creases in taxation. Both of the facts, however, had been 
considered to be purely temporary phenomena previous to 
1922. The return to a more favorable state of affairs was con- 


*See infra, Chapter III. 
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fidently expected; the losses inflicted had not gone very deep 
and the difficult times ahead were not fully realized. The 
years from 1919 to 1922 had so complicated the situation 
and burdened the state, however, that there was no longer 
any escape. Subsequent events were but the logical sequel of 
what had gone before. The acute reparation crises from 
1922 to 1924 were followed by serious embarrassment to the 
treasury and hostile speculation. Difficulties with the inter- 
nal obligations of the government led naturally to inflation 
and loss of confidence. Moreover, the subsequent increase 
in taxation and the revelation of huge budget deficits in 
1925 were the preliminaries to the flight of capital and 
wild panic in July, 1926. It seems, looking back, that final 
recovery on the brink of collapse was the only episode in 
the series of events which could not have been predicted. 
This was unexpected to many; it certainly was not inev- 
itable. It stands as an impressive and hopeful tribute to the 
vigor and eventual understanding and good judgment of 
the nation. 

The reparation struggle is one of the most unfortunate 
connected with the war. It is doubly regrettable because of 
a considerable measure of friction and loss which it caused 
unnecessarily. In discussions of the indemnity, it was some 
time before the emphasis shifted from the rights of the vic- 
tors to the economic interests of all the nations involved. 
It became evident, finally, that the heart of the matter lay, 
not in assessing the amount of the bill to be collected, but 
in seeing how much could be paid without impairing the 
economic welfare of Europe. This change of emphasis did 
not finally come until the collapse of the mark and the rapid 
fall of the franc gave dramatic evidence of the harm which 
was being wrought. 

On the outcome of this controversy depended the future 
of both the mark and the france. The turning point down- 
ward for both came in 1922, when the serious divergence 
of opinions between France and the other countries became 
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clearly evident. In fact, the matter of reparations was so 
important to the franc that it must be given some considera- 
tion here. Even now the close connection between the value 
of money and the payments from Germany may not be 
clearly evident, for the most direct influence was not 
through actual payments, but through the attitude of specu- 
lators to the general European situation.1 The wrangles 
and disputes discouraged everyone who was concerned with 
international finance. So much so that it seemed for a time 
as though the disagreement between England and France 
might have very serious consequences in the relations of 
the two nations. Moreover, it was also possible that the un- 
compromising attitude of France would prevent the eco- 
nomic recovery of Germany. The future of Europe looked 
very dark indeed. Those who had been willing to lend to 
Europe, no longer wished to do so; those who had credits 
abroad began to shift their investments to gold standard 
countries, so that there was a steady outflow of capital from 
Germany and France. The movement in the former case was 
precipitate, since there were few opposing forces, and the 
mark fell with dizzy speed. The exodus of capital from 
France was not so rapid, but the depressing effect on the 
franc during the next few years was nevertheless very great. 
Its value on the foreign exchange fell from nine cents in the 
early part of 1922 to five cents at the end of 1923. 

Herr Bergmann in his valuable study of the reparation 
problem divides it into four periods: 2 (1) from Versailles 
to the London ultimatum; (2) the policy of fulfilment 
and the struggle for the moratorium; (3) the occupation 
of the Ruhr; and (4) the Dawes Plan. During the first 
part, as has been said above, the main concern was with 
the exact amount to be paid by Germany and the amount 
of the resultant yearly payments in kind and in cash. While 


* Allyn A. Young, Foreign Affairs (March, 1924), vol. ii, no. 3, pp. 404, 406. 
*Karl Bergmann, The History of Reparations (London, 1927, translated 
from the German edition of 1926). 
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this was being considered, the tenor of the general discus- 
sion was that large payments could be made if Germany 
would but set herself with a will to accomplish her utmost in 
this respect. These illusions and hopes were universal de- 
spite some difference of opinion as to the precise amount to 
be paid. 

It is the second and third phases of the problem, however, 
which are most interesting to a student of French condi- 
tions. It was during these later years that the divergence of 
her views from those of other nations brought serious 
consequences to France. In considering the first postwar 
years, something has been said already in defense of the 
French financial policy in so far as it meant a rapid and 
even extravagant reconstruction program. On the other 
hand, there is little to be said for the French attitude to- 
ward reparations. Even though the subject is controversial, 
it is impossible to avoid comment on this matter. Although 
it became increasingly clear in 1922 that Germany must 
be given a breathing spell and that reparation payments 
were dependent on her economic recovery, France stood out 
alone in opposition to measures for her recovery in 1922. 
Then again France and Belgium were alone in 1923 in in- 
sisting, by military occupation, on drastic measures after 
other attempts to collect seemed to fail. It is true that 
France had been the main creditor? and little sympathy 
had been shown for her real needs and claims. Despite this 
misapprehension, it is evident that she must bear con- 
siderable blame for the ultimate collapse of the mark and 
the dark years in Germany that followed. It may be that, 
in a sense, the occupation of the Ruhr was a necessary fore- 
runner to the Dawes Plan. In so far as this is true, it is an 
admission .of the slow and painful progress of human 
thought in reaching a solution of a problem which con- 
formed with the general needs of Europe. 

Let us turn now more particularly to the year 1922, 

*See supra, Chapter I. 
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which was one of disillusionment in many quarters. There 
were hopes both for reparation adjustments and for ex- 
change stability in the conferences of Cannes in January, 
and of Genoa in April. These hopes were doomed to disap- 
pointment. Germany was demanding a moratorium and a 
temporary setting aside of the payments scheduled under 
the London agreement. It was finally decided in the Repara- 
tion Commission to consider granting a loan to Germany 
which would ease the situation if it could be made. The 
Bankers Committee met in May. They considered it feasible 
to float a large loan in America if Europe would absorb a 
part 1 and that the whole matter depended on establishing 
a reasonable schedule of payments. Moreover, in view of 
this, they secured from the Reparation Commission a deci- 
sion that the whole question of Germany’s capacity to pay 
should be examined, a decision unanimous except for 
the dissenting vote of the French member of the commis- 
sion. From this moment on, France refused absolutely to 
allow a reconsideration of the total sum to be demanded, 
claiming that it was in contradiction to the treaty and out- 
side the rights of the Reparation Commission to act in such 
a matter. Indeed, the statement of Poincaré on this subject 
was most emphatic ? and the result was the complete aban- 
donment of the project of a loan. On June 10, the Bankers 
Committee handed in its report, indicating that its hands 
had been tied by the French objection to the necessary 
thorough consideration of the question. It is obvious that 
no loan such as was contemplated could have been marketed 
unless the possibility of the payment of interest and capital 

* This was eventually done under the Dawes Plan. 

*Karl Bergmann, op. cit., pp. 133-138. Poincaré indicated that the 
reparation debt of Germany was unalterable. He said in the Chamber 
of Deputies, “Even in the Reparation Commission itself, or in its neighbor- 
hood, I can at present perceive the most dangerous machinations directed 
against us, in order to make the international loan contingent on a new 
reduction of our claims. This very morning, by virtue of my authority 


as head of the Government, I notified the French delegaticn on the 
Reparation Commission that it could not accept this.” (Jbid., p. 135.) 
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was made certain by the economic recovery of Ger- 
many. Hopes of an early settlement, which had been 
bright at the beginning of 1922, were thus suddenly wiped 
out. 

The effect of the failure of these negotiations on the franc 
was instantaneous. Previous to this, in 1922, the price of the 
dollar had been fairly steady around eleven francs. In fact, 
the condition of the foreign exchange market in general had 
been better than at any time since 1919. In June the pro- 
longed rise of the dollar in Paris began. The increase at this 
time was not so sudden as the up and down movements in 
preceding years, but the turn of the tide was more signifi- 
cant. In fact, the franc never regained the value it lost 
in 1922 and 1923. From then on it became increasingly 
sensitive to political events, and the victim of speculation 
in the widest sense of the word. The later favorable reac- 
tions which occurred were powerless to stem the tide that 
brought about this steady downward trend. Also the fact 
that the German mark was falling at even greater speed 
did considerable to add to the dismay and general distrust 
of the European situation. 

From June 10, 1922 to the end of 1926 the exchange move- 
ment dominated wholesale and retail prices. The change in 
relationship between prices and exchange at this time was 
very marked. A study of the curves shows at a glance that 
neither the quantity of money in circulation nor the move- 
ment of prices was such as to indicate clearly any influence 
on the exchange rates by either of these factors. It is prob- 
able, however, that each exerted some slight influence, 
though neither one can be considered to be the determinant. 
Professor Aftalion refers to the change in relationship that 
took place in 1922 as the growing discordance between 


1T/Europe nouvelle, vol. ii, no. 23, pp. 709, 710 and pp. 722-725. This 
gives some of the documents exchanged by the Bankers Committee and 
the Reparation Commission. 
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TABLE VIII 


THE RATE OF THE DOLLAR EXCHANGE ON THE 
PARIS BOURSE* 


1922 

Date Francs 
May 4.4 risen ee 10.94 
Lanes ie aatse cee eee 10.93 

LSaee Sek Ak eee 10.97 

24. ae ts ee ee 11.09 

June 7 1A ee oe eee 10.98 
Sheth eae ae 10.97 

Locee eee ae 11.30 

DDN a Sees at aetee 11.63 

DALE ARAB eo Bits ai 12.04 

Jule Ci ce er eee 12.26 


prices and note issues, due to the dominating influence of 
the exchange rates.2 As speculative influences grew more 
powerful, variations of the exchange rates took place quite 
irrespective of the general conditions of production. The 
year 1922 was one of economic recovery * but the repercus- 
sions of political difficulties on the foreign exchanges led to 
this fall in the franc, a decline not justified by the economic 
conditions alone. 

M. Maroni, the financial writer for the Journal des débats 
at this time, was one of the first to recognize the importance 
of psychological factors. In his weekly revue published 
February 27, 1922 he stressed the political power of specu- 
lation. In looking back over the June exchange rates, for 
instance, he said that foreign opinion had turned against 
the franc, adding that during these months the rates for 
the franc were set mainly by New York.‘ His analysis of 


*See figures in appendix. 

* Albert Aftalion, Monnaie, prix et change (Paris, 1927), pp. 18, 53. 

°F. Maroni, Journal des débats, “Revue financiére” (Paris, December 31, 
1922). 

“F. Maroni, Journal des débats, “Revue financiére” (July 10 and: October 
29, 1922). 
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the situation was clear and he himself was free from many of 
the misconceptions of the time in regard to reparations. It 
is notable that he traced the influence of the various de- 


Unit: francs per dollar 
NGEG 


“45 Bits coy etacee ih ee 1 18 25 30 
May June 
CHART VIII 
DOLLAR EXCHANGE, MAY AND JUNE, 1922? 


cisions of the Reparation Commission on the value of the 
frane directly through speculation and indirectly through 
the fall of the mark. 
There is no doubt that the impression created by the 
vertical drop of the mark was very great. It had not been 
*See appendix, p. 462, for figures. 
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realized at first that the difficulties of postwar adjustments 
could lead to such severe disturbance to economic life as 
that which actually took place in Germany. The fall of the 
Russian rouble had been looked upon as a somewhat natural 
outcome of the profound social disturbance in a country 
which had never been completely dominated by western 
economic traditions. Moreover, the difficulties in Austria 
were considered to be the result of an ill-balanced economic 
structure and changes in territory resulting from the war. 
It had not been anticipated that a country as efficient and 
highly civilized in her productive procedure as Germany 
could sink to the depths which she reached after the armis- 
tice. After several declines in the years from 1919 through 
1921 the mark had been worth about half a cent in the be- 
ginning of 1922; its value continued to fall during the un- 
certainties of the allied reparation discussions. From June 
to July, 1922, its value dropped from 32 hundredths to 20 
hundredths of a cent, that is, the cost of foreign exchanges 
in Germany increased about sixty per cent. The seriousness 
of the failure of the projected loan had been fully realized in 
the summer of 1922. The assassination of Rathenau in June 
increased the general feeling of pessimism; ! the fall of the 
mark was more impressive to financial observers than any 
abstract explanation of the difficulties Germany faced. 
Those who were still optimistic felt that the direct losses 
inflicted by the war had not been overwhelming—France 
and Belgium were making great progress, Germany might 
conceivably have done the same. Despite this hope, how- 
ever, the combined effect of war losses, social disorganiza- 
tion, and irresistible pressure from without for the payment 
of formidable sums was such as to exert a paralyzing effect. 
It seemed that there was no capital market to which Ger- 
many could turn to ease her immediate needs, while there 
was no definite prospect of release from ultimate burdens 
calculated to strain every resource. The fall of the mark was 

*Journal des débats, “Revue financiére” (July 3 and August 28, 1922). 
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dramatic and watched with universal interest, but yet it was 
misunderstood to a considerable extent. Public opinion was 
roused by the fact but did not see the reasons clearly. This 
was because the mistakes of German policy were considered 
to be indications of deliberate and far-sighted efforts to 
defeat the allies in finance.' It was not until the mark had 
continued its catastrophic decline for months that it was 
realized that such forces necessarily become uncontrollable. 
Mistakes and resistance to the treaty obligations there had 
been, but the outcome could not have been anticipated nor 
planned. Moreover, the harm wrought in Germany by de- 
preciation was very grave. The increase in the price of for- 
eign exchange in Germany in the course of 1923 was one 
hundred millionfold. Such figures are fantastic, and cannot 
be clearly visualized. 

French opinion during these months reiterated the judg- 
ment that Germany was engaged in a policy of deliberate 
and clever repudiation, but there were a few critics of this 
prevailing view. On the whole, it is not surprising that much 
of the discussion was clouded by prejudice. England at 
this time judged bitterly the stand taken by France, because 
it was forcing Germany into industrial disorganization and 
delaying the economic recovery of Europe. In fact, the year 
1922 ended on a note of conflict and misunderstanding; 
in all matters concerned with foreign policy and finance, 
France was in a bad position. As far as her production, re- 
construction, and foreign commerce were concerned, her 
situation was reassuring; and even though her budget situa- 
tion was troublesome, it did not cause any great alarm. 

The continuance of budget deficits, however, combined 
with the difficulties of the treasury, made the convention 
of 1920 impossible to apply in 1922: The result was a scaling 
down of the amount to be repaid by the state to the Bank 


*André Fourgeaud, La Dépreciation et la revalorisation du mark alle- 
mand (Paris, 1926), p. 103. M. Fourgeaud shows that Germany had 
imposed heavier taxes than France in 1922. 
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of France. This step was decided upon despite the realization 
that it would have a bad effect on the speculative attitude 
to the franc as well as on the resolution of the government 
as to the future of this deflationary policy.1 The outcome 
of the discussion was the nominal repayment of 800 million 
frances, which reduced the total of such advances outstand- 
ing to 24,200 million francs, instead of to 23,000 million 
francs as was projected under the 1920 convention.’ The 
possibility of repayment was limited by budget resources 
and by the more complex reactions of the bons de la défense 
on the treasury. The government was powerless to control 
the situation except through a complete and revolutionary 
revision of her financial policy. Such a revision was hardly 
possible until the clarification of the reparation situation 
made its importance obvious to politicians and electors. 
Meanwhile the floating debt was becoming unmanage- 
able, budget receipts were insufficient,? and at the same 
time all efforts were directed towards collecting from Ger- 
many rather than towards settling these internal problems. 
The year 1922 closed with the prospect of the Ruhr occupa- 
tion troubling European politics and finance. 


Tue RuHR OccuPATION 


The occupation of the Ruhr was the inevitable outcome 
of the preceding disagreement over reparations. Events in 
1923 could hardly have been otherwise, granted the widen- 
ing breach between England and France. Nor could the 
Dawes Plan have been accepted easily by France and Ger- 


1La France économique et financiére (November 18 and December 28, 
1922). “Les cascades des changes” due to the rumored suspension of repay- 
ments to the Bank of France in the fall was halted by the announcement 
in November that a part of the agreed amount would be repaid. 

2ZLe Pour et le contre (Paris, December 24, 1922). See also Charles Rist, 
La Déflation en pratique (Paris, 1924), p. 65. 

°Etienne Clémentel, Ministre des finances, Inventaire de la situation 
financiére de la France (Paris, 1924), p. 21. Budget receipts were 24.2 billion 
francs, expenditures were 48.9 billion francs, and the deficit was 24.7 billion 
francs, see appendix. 
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many without the troubled months of conflict which pre- 
ceded it. The emphasis of England during this time had 
always been on lower demands upon Germany. French opin- 
ion was outraged not only by the willingness to scale down 
the amount, but even more by the absence of any definite 
assurance that this smaller amount would ever be paid. The 
suggested moratorium seemed to her to be a preliminary 
step towards complete repudiation, and very little was done 
to reassure her on this point.1 It seemed as if the size of 
her claims and the power to collect them were melting be- 
fore her very eyes. There was a desperate feeling throughout 
the country that something must be done; the most vigorous 
step, military occupation, was decided upon. On J anuary 18, 
1923, the French, supported by the Belgians, marched into 
the Ruhr. 

There were two aspects of the French policy adopted at 
this time, neither of which must be forgotten. One aim was 
the collection by force of a part of what was due France as 
reparations; this aim was doomed to defeat. The desired 
commodities, coal, for instance, could be secured only 
through work and despite serious opposition on the part of 
the Germans. The effort was therefore costly and the ma- 
terial results were most disappointing to the French. The 
second aim was probably more important and was to a cer- 
tain extent attained, though the cost was great. As Mr. 
Auld says: 


It can scarcely be doubted that the Ruhr was seized primarily 
as a pledge and not as a means of getting current reparation 
payments.” 


*George Auld, Foreign Affairs, supplement (March, 1924), p. xi. “The 
fundamental injustice which has been done the French, and which had 
its powerful reflex on the French psychology, is that no effective recog- 
nition has ever been given to their reconstruction difficulties.” Britain, 
he adds, was partly responsible for the occupation of the Ruhr because of 
her narrow and unsympathetic policy. 

*George Auld, Foreign Affairs, loc. cit., p. x. See also Karl Bergmann, 
op. cit., p. 141. 
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There is little doubt that the French consider that this 
part of their policy was worth the cost; + foreign opinion, 
on the other hand, is less clear in its verdict. The judgment 
of New York and London, which was often most clearly ex- 
pressed in exchange speculation, indicated the profound dis- 
trust with which this move was received.? 

The fall of the franc in January, 19238, was spectacular. 
There was a drop of about ten per cent in the course of 
two weeks. Some of this lost ground was later regained when 
it was realized that the threatening gesture of France would 
not lead to the outbreak of actual warfare. The fall was 
resumed, however, as resistance in the occupied zone in- 
creased and as it was seen that the measure would yield 
little in the way of actual commodity payments to France. 
The franc continued during 1923 the decline begun in June, 
1922. Moreover, the rate of depreciation was practically the 
same. It is surprising, in view of this, that the French did 
not realize the extent of hostile opinion in other countries. 
They seemed much too absorbed with their own needs to 
follow outside criticism. In February, for instance, Maroni 
in the Journal des débats * says there was no reason for the 
exchange troubles of the moment. This would seem to ig- 
nore any direct connection between the French policy and 
foreign apprehension as to the results of this policy. In 
March, however, he comments on the unfavorable judgment 
of other nations. One must realize that, in the main, 
France was isolated and unaware of the general trend of 


2 Documents parlementaires, Chambre, 1924, annexe no. 537, p. 2140. The 
balance of the Ruhr occupation is here given. 

2There is a confused history behind the occupation of the Ruhr. It 
was the result of a plan originally drawn up by M. Seydoux and others, 
but the significant part as outlined by Seydoux was the rehabilita- 
tion of Germany combined with the exaction of certain guaranties. M. 
Poincaré changed the whole tenor of the plan by leaving out the prior 
steps to assure Germany recovery. Bergmann, op. cit., pp. 157, 158. 

° Journal des débats, “Revue financiére,” February 5, 1923. 

*Tbid., March 19, 1923. 
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thought in other countries. There was some feeling, cer- 
tainly, that the fall of the france was caused by hostile for- 
eign attacks.1 Such a view was based, in part, on the fact 
that the fall of the franc was not justified by the general 
internal economic conditions, since they were, on the whole 
favorable. If, on the contrary, it had been possible for the 
French to realize the depressing effect of her Ruhr policy 
on the frane through the influence of impersonal specula- 
tion, it is probable that she would have set the cost of this 
policy at a higher figure. It seems evident to the outside 
observer that this one factor alone dominated the fall of 
the frane in 1923. 

As the pressure of speculation on the franc increased, and 
as the money continued its fall in terms of foreign exchange, 
the trend of French opinion began to change. There was 
less assurance as to the success of force, and more worry 
about the wider effects of the reparation policy. Moreover, 
it became apparent that the complete reliance of the French 
on German payments to settle her financial problems had 
been disastrous to internal finance. Editorial comment in Le 
Pour et le contre changed in tone at this time. 


We have permitted too much solidarity to develop between the 
future of our financial life and the payment of reparations.? 


Maroni, in the Journal des débats, says emphatically: 


It can be said without any exaggeration that for several 
months the movement of the france on the exchanges has been 
dominated by no other cause ... than the occupation of the 
Ruhr and the reparation question.® 


The discussions in the Reparation Commission made some 
progress. Moreover, enlightened French opinion began to 
tolerate a more lenient view, for the more conservative ob- 
servers saw that the appropriation of wealth in Germany 


*Le Pour et le contre (April 28, 1923). * Ibid. (October 8, 1923). 
* Journal des débats (Paris, October 29, 1923). 
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by violence was extremely costly.1 Thus, after two years of 
acute controversy, violent disagreements, and threats, there 
developed a milder viewpoint which made possible a 
rapprochement with England, and in the months to come, 
the Dawes Plan. 

Let us look more specifically to the fluctuations of the 
franc at this time. French soldiers entered the Ruhr in 
January, 1923. The franc plunged downward. The net de- 
preciation during the year was approximately forty per cent, 
that is, from 13.55 frances to the dollar on January 2 to 19.61 
to the dollar on December 29. The most severe depreciation 
took place in January, in June,.and again in November.? 
The first two instances were quite directly connected with 
reparations and the Ruhr. The third, though due in part to 
the new negotiations between the Allies, was also caused in 
part by the maneuvers of speculators, who began to play the 
exchanges in a very deliberate way at this time. Variations 
during the first three months of the year were the most 
violent which had been experienced in France up to this 
time. 

It is not possible here to trace the movement of the ex- 
change rates in greater detail. If time and space permitted, 
one could show how each marked change in value was 
contemporaneous with some new announcement regarding 
the reparation policy on the part of France or some new 
move by England. Conditions in Germany were also, to a 
certain extent, reflected in the value of the franc. The ex- 
change rates were more an indication than a cause of 
fundamental maladjustment. As an indication, they were 
not clearly understood; this was a time of illusions and mis- 

*Karl Bergmann, op. cit., pp. 213-215. In late 1923 the Micum agree- 
ment for deliveries in kind was reached and improved the situation 
notably. Moreover the new rentenmark in Germany led to improved con- 
ditions there, and it depended in part on the firm intention to avoid 
sinking again into the monetary chaos of the preceding months. 


*See Chart VII, p. 153, and daily exchange rates in statistical ap- 
pendix. 
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TABLE IX 
FRANCS PER DOLLAR ON THE PARIS BOURSE* 
1923 
Jane? «4 eae ene 14.085 

1 EE ES eee Se 14.475 
LSS. 5 pecker ee 15.295 
QOn eis eee 15 yay Us 
ebm 1 Seer 16.845 
tee Ne tae Rae Ak. 16.215 
LO Rye 16.415 
PRP SADE ie) iin 16.450 
Mary clit ncc ener 16.410 
Sahat coe oe 16.535 
TOR tora eee 16.275 
DA ae a hes Stilke fe fc 8 14.950 
29 coals 15.095 


understandings. Certainly, the tendency to blame England 2 
and Germany *® made it more difficult for the French to 
enter on a constructive and conciliatory policy at this 
time. 

It is regrettable that the improvement in international 
relations which seemed probable at the end of 1923 was not 
able to save France from a disastrous exchange crisis: This 
was because the situation had become highly unstable 
during these months and speculation had been increased by 
the collapse of the mark and by the great uncertainty re- 
garding French policy. From the end of 1923 until the 
middle of 1926 France was destined to undergo repeatedly 
the painful effects of severe speculative crises. The france 
rose and fell on the exchanges in a seemingly irrational and 
uncontrollable fashion. It offered the most striking instance 
of extreme variation in value without actual monetary col- 
lapse. Similar, though less extreme, movements of the Bel- 


*See appendix, p. 463. 

*Le Pour et le contre (July 15, 1923). “. . . La querelle que nous a fait 
l’Angleterre au sujet de la Ruhr arrive & son point culminant avec le 
grand fracas sur tous les marchés de change.” 

* Tbid., April 28, 1923. 
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gian franc and the lira during much of this time were due, 
in part, to the fact that they were conditioned by the same 
facts as was France and so were estimated as having approxi- 
mately the same value. It should be observed that the con- 
nection between France and Belgium was particularly close 
because of the influence of France over Belgian affairs at 
certain times and because of their close financial solidarity. 
During most of the postwar period, it was the French franc 
which led and the others which followed. There came a time 
in 1926 and 1927 when there was a marked divergence of 
these three currencies. In 1926 the second attempt to stab- 
ilize the Belgian franc succeeded. In 1927 the Italian lira 
appreciated rapidly on the exchanges because of govern- 
ment support, and was stabilized early in June. For several 
years, however, the French exchange was a fair indication of 
the condition of the other currencies. The frane was remark- 
able because of the extreme range of variation and con- 
tinued ability which it showed to regain stability and avoid 
collapse. 

The “battle of the franc” is a descriptive term which 
has been applied to the intense struggle in 1924. The drive 
of outside speculation against the franc, which finally struck 
at the roots of French confidence in their own currency, 
brought the franc very near to destruction. It was, indeed, a 
hard-fought battle which began towards the end of 1923 and 
continued until the complete rout of speculators in March, 
1924 left the government in temporary command of the 
field. It is best to review the general condition of production 
and finance at the end of 1923, in order to understand the 
significance of this crisis. 

The general economic situation at the end of 1923 was 
fairly bright. The production index of the Bulletin de la 
statistique générale de la France showed increasing activity: 
97 per cent of the 1913 level in October, 99 per cent in No- 


*U. S. Senate, Foreign Currency and Exchange Investigation, vol. ii, 
pp. 45, 46. 
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vember, and 102 per cent in December.! There was also in 
foreign relations, as has been indicated above, a marked 
improvement in the relations of England and France; so 
great an improvement, in fact, that a committee of ex- 
perts was to be called to consider Germany’s capacity to 
pay and other important aspects of the reparation ques- 
tion.” It is true that some aspects of the financial situa- 
tion within France, on the other hand, were less reassuring, 
for it was realized as the year drew to a close that the state 
would again be unable to carry out the provisions of the 
convention of 1920. It was impossible to repay two billion 
francs to the Bank of France because of the narrow margin 
of resources at the disposal of the treasury.? This caused a 
wave of pessimism at the very end of the year; it came as a 
great surprise because it had not been admitted that the 
budget was in deficit.t The total of the actual advances to 
the state had been very near the legal limit throughout the 
entire year but this fact had not been noticed by the gen- 
eral public. 


THE ATTACK ON THE FRANC 


Hostile speculation began in November, 1923. The move- 
ment started in Amsterdam, according to M. Casamajor. In 
fact, this speculation has been used as an explanation of 
Austrian financial conditions in that year. Pounds were sold 
against dollars in that center, and there was a resulting sale 
of francs in London as a counter-movement. The fall of the 
French exchange thus started in Europe was carried farther 
in New York.’ It was from November 14 on that the franc 
was “seriously attacked”’; the precipitate rise of the dollar in 


* Bulletin de la statistique générale de la France, vol. xiv, no. 1 (Paris, 
1924), pp. 106, 108. 

* Journal des débats, “Revue financiére” (December 3, 1923). 

*Ibid., December 17, 1923. “Rist, op. cit., p. 71. 

*Jean Casamajor, Le Marché & terme des changes en France (Paris, 
1924), p. 118. 
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Paris is indicated by the following quotations taken from 
the first week of the month. 


TABLE X 
FRANCS PER DOLLAR ON THE PARIS BOURSE? 
1923, 1924 
(First week of the month) 
OCR Are vs Mann eee 17.165 
Nove Si eee es 17.405 
Deck Gk saa eee es 18.430 
anew Sera erat rey 20.535 
Hebe Re eee rae 21.460 
Mar gGixsta sees see 24.760 
ANDES Ole ake esce oe 17.300 


During the first weeks the decline of the franc was ex- 
plained variously as due to the reparation negotiations, the 
usual year-end difficulties, and to budget discussion. As the 
movement gained impetus, however, it was gradually real- 
ized that the origin was speculative and that a very power- 
ful drive against the franc was in progress. 

The panic of 1924 was due, more than any other episode 
of the French experience, to the deliberate efforts of finan- 
ciers and speculators. The general nervous condition of the 
French exchange market during 1922 and 1923 has already 
been referred to, as well as the tremendous impression cre- 
ated by the collapse of the mark. It is obvious that faith in 
the stability of money had been severely shaken and the 
possibility of causing extreme changes in value by clever 
manipulation had been greatly exaggerated. It is not sur- 
prising that some adventurers in finance and certain enemies 
of France seized upon the opportunity which arose in 1923. 
This opportunity originated in the government’s embarrass- 
ment in facing its obligations to repay the Bank of France.2 


*These are the quotations for the first week of each month as given 
by L’Economiste frangais. They do not correspond exactly with those 
given in the appendix since there was a change in the manner of quoting 
exchange rates during this period. High and low are given in February, 
1924, and after. 

* Revue d’économie politique, vol. xxxviii, no. 4 (Paris, 1924), p. 676. 
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The margin of the Bank’s advances was only one billion 
francs; it was therefore obvious that this repayment of 
two billions was impossible, for it would have occasioned 
an acute shortafe of funds in the treasury. It seemed likely, 
at the time, that a serious upset to the already precarious 
stability would cause the government not only to fail in 
respect to its repayment obligations to the Bank but also to 
increase its borrowings from this and other sources. The re- 
sulting depreciation of the france would, if carried far 
enough, lead to an inevitable decline in subscriptions to the 
bons de la défense and so cut off practically every ready: 
source of government funds. Repudiation of the internal 
debt in one guise or another seemed likely, and repudiation, 
if it had taken place, would have increased the harm al- 
ready done to the franc. The fall of the franc would have 
gained such impetus that, like the mark, it would rush to de- 
struction. As a result of this interpretation of French affairs 
there developed a great deal of short selling in frances. There 
was a volume of gambling transactions in frances which has 
rarely been precedented. 

It proved later that the speculators were wrong and they 
paid with heavy financial losses for their miscaleulations. 
The mistake which they made in 1924 was to underestimate 
the resources of the government. It was true that the bun- 
gling measures in French finance during much of the post- 
war period was such as to indicate a general helplessness to 
deal with the situation. Nevertheless, this did not mean that 
the government was completely ignorant nor completely 
lacking in resources. Moreover, the sensitivity of both the 
volume of floating debt and the various budget resources to 
the fall of the franc was not so great as had been antici- 
pated.” The fall was not so fast that it could not be checked 
by counter-speculation in the hands of the government. The 


*E. Clémentel, op. cit., pp. 49, 50. The legal limit throughout the year 
was 24,000 million frances, see infra, Chapter VI. 
*See infra, Chapter IX. 
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episode was dramatic, the cost was considerable, but the 
government won out in the end. 

During the worst weeks of the crisis of 1924 the franc 
lost nearly half its value. Whereas it had been worth nearly 
six cents in October, it touched the low point of three and 
a half cents on March 11. Various measures were resorted 
to in the effort to stop the panic. The first notable step, 
taken in the middle of January when the frane was worth 
about five cents, was ineffectual; the Bank of France raised 
the discount rate.1 Maroni says of this measure that: 


The fall of the franc increased its speed as soon as the decision 
of the Bank of France was announced. 


It seems that the psychological effect was extremely bad,? 
whereas the more mechanical influence on the flow of capital 
was nil.* Despite this, a further increase in the discount rate 
was tried two weeks later and proved equally ineffective as 
far as the defense of the franc was concerned. On the other 
hand, it did not disturb the exchange markets as much as the 
first had done. It was obvious, then, that the government 
must turn to other weapons. Those tried next were scarcely 
more helpful than the first. They took the form of further 
legislation against capital export * and in favor of the 
attempts to strengthen the franc as a means of paying 
debts. Thus more laws were added to the complex body; the 
most important of these was the law of February 12, 1924.° 
This second type of measure was likewise unavailing. 

In January and February, however, along with these futile 

1Le Pour et le contre (December 19, 1926). The rate was increased 
from 5 to 5% per cent on January 10 and to 6 per cent on January 17. 
See Chapter VI. 

4 Journal des débats, “Revue financiére” (January 14, 1924). 


*See infra, Chapter VI. 

“See supra, Chapter III. The first law of this kind was that of April 3, 
1918. 

5J. Laurés, Le Probléme des changes et la baisse du franc (Paris, 1926), 
p. 64. See also p. 84, and pp. 120, 121 for text of law. Journal officiel, 
Chambre, séance of February 12, 1924, p. 653. 
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attempts to check the panic, there were the more serious 
efforts directed toward the increase in taxation. This third 
and successful type of measures by the government culmi- 
nated in the voting of the double décime and in obtaining a 
large foreign loan to fight speculation. The two measures 
were very closely allied, for without a tax increase of 
twenty per cent it is doubtful whether any help would have 
been secured from outside. It is probable that without the 
loan of dollars and pounds, the franc would have collapsed 
long before the increase of revenues would have come into 
effect. On the other hand, neither taxation nor borrowing 
was practicable until the extreme need was made manifest 
by the vertical drop of the franc in February. This brought 
Parliament to its senses and enlisted the sympathy of for- 
eign financiers, when they saw strenuous efforts being 
made at last. The collapse from five cents to less than four 
in a little more than six weeks may well be called a sauve 
qui-peut. French capitalists had joined with the others to 
sell francs for dollars and pounds. The Chamber of Deputies 
struggled with legislative measures, while affairs went from 
bad to worse. The “double decimal” tax increase was voted 
only after conditions were desperate at the end of February. 
It became a law on March 13. 

The eventual success of these government efforts became 
manifest in the second week of March. Whereas the increase 
in the discount rate in January had been futile and legisla- 
tion against speculation in February had failed, the increase 
in taxation ? voted the end of the same month made it 
possible for the Bank of France to negotiate the much- 
needed foreign loan and the money thus put at the disposal 

*Bulletin de statistique et de législation comparée (March, 1925), 
pp. 404-423. Reprint of Le Compte rendu de la Banque de France, as- 
semblée générale, January 29. See especially pp. 404, 405. 

* Journal officiel, Chambre, séance of March 22, 1924, pp. 1545-1548. 
The bill creating new financial resources was originally passed by the 


Chamber February 23 and was passed in final form after some amendments 
by the Senate March 22. 
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of France by Morgan of New York and through Lazard 
Fréres of London was sufficient to put speculators to flight. 
A large part of the loan of 100 million dollars and 4 mil- 
lion pounds was thrown at once into the exchange market 
for the purchase of francs. Suddenly the short sellers found 
themselves in great embarrassment; the demand for francs 
increased by leaps and bounds. So rapid was the reaction 
that by April 22 the dollar had fallen from the high point 
of 27.20 francs on March 11 to the low value of 15.32 
francs. Meanwhile, the Bank of France was able to begin 
buying pounds and dollars again as the upward move- 
ment of the franc had gained impetus. It was said to have 
reconstituted the loan entire at this time.? The upward 
movement of the france was so strong, however, that even 
such large sales of francs as this implied did not halt the 
reaction at once. 

The close connection between the foreign loan and the 
increase in taxation was due to the fact that the Bank of 
France was successful in securing this aid only after a 
solemn pledge that the budget would be balanced and 
treasury accounts put in order. Even though it is obvious 
in retrospect that the government could not accomplish 
these two aims at this time, the increase in taxation was 
nevertheless considerable, and marked a real effort on the 
part of France to put her financial house in order. Without 
such an effort neither American nor English financial in- 
terests would have been willing to come to the support of 
France. The increase in government revenue from 1923 to 
1924 was more than 10 billion francs. The total for the 
year was 31 billion francs, leaving a deficit, according to 
official figures, of 9 billions. This budget statement is 
neither all-inclusive nor accurate, for the gap between ex- 


1These are official rates. The cost of the dollar outside the Bourse 
rose even higher. The Revue d’économie politique, vol. xxxix, no. 2 (Paris, 
1925), p. 276, gives the cost of the dollar as 28.74 out of the Bourse for 
March 8, 1924. 2 TIbid., pp. 276-278. 

7B. Clémentel, op. cit., p. 21. See appendix, p. 494. 
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penditures and receipts was considerably greater.1 How- 
ever this may be, the government had succeeded in rousing 
itself to the emergency. The “battle of the franc” was won 
and the French currency was relatively stable in the later 
months of the year. 

The importance of the foreign loan, even after the imme- 
diate need was past, was very great. It was a weapon which, 
if used, was sure to frighten away all but the most powerful 
speculative forces. It assured the franc from the dangers of 
adventurous attacks of a concentrated nature. It could not, 
of course, protect it from such general movements of capi- 
tal as those caused by the almost universal pessimism in 
July, 1926. Such widespread loss of confidence could not 
be countered by the use of 100 million dollars. Nevertheless, 
when speculation was less widespread and had limited sums 
at its disposal, it could hardly succeed against such a sum 
in the hands of the Bank of France. The significance of the 
loans lay, not entirely in the improved technical situation 
but also in the indication of .a more reasonable financial and 
reparation policy on the part of France. There was not, as 
was rumored for a time, any direct connection between the 
granting of the loan and the acceptance by France of the 
Dawes Plan. There was, however, some connection between 
the more conciliatory attitude of France and the willingness 
of English and American banks to come to the aid of the 
franc. The English loan was repaid almost at once.2 The 
American loan was replaced by the seven per cent bonds 
floated in December in New York.? 

The later fluctuations of the franc were quite different 
from this severe crisis. There was no other instance of a 
vertical drop of the franc followed by a rapid recovery until 

*The recoverable budget was still separate in 1924. See infra, Chapter 
IX. 

*Bulletin de statistique et de législation comparée (March, 1925), p. 405. 
Compte rendu de la Banque de France. 


* Revue d’économie politique (Paris, 1924), p. 1112. The law authorizing 
this loan was passed November 22, 1924. 
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CHART X 
VALUE, COMMERCE, AND NOTE CIRCULATION IN 1924* 


+See appendix for figures. 
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1926. The sharp rise and fall of the cost of the dollar fol- 
lowed by comparative stability indicate that the movement 
was not in accord with the underlying economic condition of 
the country. Moreover, there had been no inflation, no in- 
dustrial depression, no sufficient cause for this severe panic. 
The curve of wholesale prices followed, but did not precipi- 
tate, the movement. Meanwhile, the embarrassment of the 
state finances had somewhat retarded reconstruction, but 
there was general progress in industry and commerce despite 
adverse factors. The response of foreign trade to the ex- 
change bonus in this instance was striking. As the france fell, 
exports increased very rapidly. The value of the export 
trade in March was about four and a half billion franes, the 
highest point which had ever been reached.! There were 
favorable balances for several successive months; it was the 
first time this had happened since 1921. A slight increase in 
the note circulation of the Bank of France is of little signi- 
ficance when it is compared with the very wide movements 
of all the other important factors. It is incontestable that 
the movement of foreign exchange rates completely domi- 
nated all other factors for a considerable period. The corre- 
sponding changes in the wholesale price index merely regis- 
tered and followed this movement. 


PouiticAL CHANGES IMPROVED ForEIGN Poticy 1n 1924 


There were very important shifts in the political leader- 
ship in France at this time. These had their bearing both on 
foreign relations and on the internal financial policies. It is 
notable, for instance, that the success of the liberals at the 
polls on May 11, 1924, made it possible for France to adopt 
a more friendly attitude towards Germany and led to the 
many subsequent changes in financial measures in the years 
that followed. The victory of the Cartel on May 11 gave 
the control to the radical and socialist parties, to MM. 


*U. S. Senate, Foreign Currency and Exchange Investigation, see chart, 
p. 317. 
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Herriot, Blum, Briand, Painlevé, and other leaders of the 
left groups.! The Journal des débats, in commenting on the 
election,? said that it would mean more change in the in- 
ternal than in the external policies; the contrary seems to 
have been the case. Certainly, it was due in large measure to 
the Cartel that the obstinate policy of the Bloc national 
toward Germany was ended. It was through the Cartel that 
the Dawes Plan? and the Locarno pact came to be 
realities. Then again, from this time onward the relation 
between England and France became more friendly. Feeling 
against Germany was less bitter and a close codperation on 
the part of America in solving certain problems became 
practicable. In internal affairs, on the other hand, there was 
less actual progress despite the innovations which were pro- 
posed almost at once by the new party. The reason for this 
was twofold. First, the socialist groups did not have a clear 
and permanent majority in Parliament, so that it was im- 
possible for them to pursue a strong and consistent policy. 
Second, the inexperience of these parties in financial leader- 
ship led them to propose radical measures which were un- 
acceptable to the nation as a whole. The most striking 
example of this was the familiar proposal made at various 
times in different forms, namely the capital levy.* 


Edouard Herriot, “The Program of Liberal France,” Foreign Affairs 
(June, 1924), vol. ii, no. 4. The four main groups which composed the 
Cartel were the radical socialists, the republican socialists, the Gauche 
radicale and the Groupe socialiste. The communists were often aligned 
with the Cartel. Outside this combination were the Republican Democratic 
party, the Democratic Left, the Republican Left, the Right, the Catholics, 
the Royalists, and certain shifting small groups. For a general discussion 
of the French political situation in the twentieth century see R. L. Buell, 
Contemporary French Politics (Boston, 1920). 

2 Journal des débats (May 11, 1924). 

®The Report of the Committee of Experts, April 9, 1924, is here 
referred to as the Dawes Plan, as it is popularly known, to distinguish 
it from the French Experts Report cited later. 

*No important financial changes were instituted during 1924. The capital 
levy was made a definite part of the government financial project in April, 
1925. See below, pp. 182, 352. 
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The accession of the Cartel to power caused considerable 
uncertainty in the foreign exchange markets. There was a 
period in 1924 after the elections, but while the Bloc na- 
tional was still in control, when the frane was not pegged 
regularly as it had been in the preceding weeks.1 In view 
of this, some maintained that Poincaré had used the funds 
put at his disposal to discredit the new political leaders by 
permitting adverse movements of the exchange rates.? All 
that can be confidently stated is that the sharp up and down 
movements of the exchange rates in May and June were cer- 
tainly due in large measure to political uncertainty, even if 
not to deliberate political maneuvers. It was natural that 
there should be considerable fear of revolutionary measures 
in finance, which caused uneasiness in France and abroad. 
When it became apparent, however, that no startling-inno- 
vations would be made by the Cartel during the first year 
at least, financial markets became more quiet. It was evi- 
dent from these flurries, however, that the link between 
politics and finance was becoming constantly more close. 
The shift in the political lineup made everyone more con- 
scious of the possibility of fundamental changes in taxation 
and budget. Moreover, the severe shock of the “battle of the 
franc” in the early months of 1924, made them realize that 
there was pressing need for fundamental changes of some 
kind. Then publication and adoption of the Dawes Plan in 
this year made it obvious that France must work out some 
way of handling her budget and debt problems without re- 
lying entirely on outside resources. Even the exchange 
crisis, disastrous though it was, was of some service in indi- 
cating the need for higher taxes and the great danger of 
leaving the france unprotected as it had been since 1919. 

*The New York Times (May 26, 1924). The fact that the old govern- 
ment had practically resigned left the Bank of France without the usual 
authorization to continue the use of loan funds to support the frane on 
the exchange. 


* Ibid. (May 17, 1925). The Quotidien, organ of the Cartel, accused Mil- 
lerand and Poincaré of rigging the market for election purposes. 
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Notable progress was made in 1924 towards the understand- 
ing of the exchange problem and the realization of its close 
relation to the whole complex structure of political and 
economic life. 


Tun CoNnFIDENCE Crisis, 1925 


The decline of the franc in the fall of 1925 has been called 
by. some the confidence crisis. This term might well be 
applied to the whole year. Indeed, the pressure which 
pushed upward the cost of foreign exchanges in Paris was 
mainly from within the country, and was due to a wide- 
spread realization in France, and to a lesser extent in other 
countries, that the French government was facing an al- 
most insoluble problem. There was at this time a growing 
realization that the budget must be balanced by increased 
taxation, that the internal debt was so large that it con- 
stituted a menace, that debt maturities for the current year 
were extremely heavy and that, in addition to all these 
things, something had to be done about large sums owed to 
the United States. Thus there was a gradual disappearance 
of the blind optimism that had been held by many. More- 
over, this fear of confiscatory taxation, of repudiation of a 
part of the internal debt, and of the complete collapse of 
the france, led many of the French to buy credits in pounds, 
dollars, or Swiss francs. There was a steady current of such 
demands for foreign exchange during most of the year, 
which has been called the “flight from the franc.” A few 
short periods of calm during the early spring and the late 
summer were exceptions to this general tendency and were 
probably due, in part, to a false stability induced by govern- 
ment sales of foreign exchange for francs. The striking char- 
acteristic of the exchange situation as compared with 1924 
was that it was dominated by a large number of small pur- 
chases. In the earlier crisis, especially the first weeks, a 
few people made large purchases with a concerted aim to 
destroy the franc. This later decline, on the other hand, 
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was the result of an almost general attempt to gain security 
and escape the results of the financial difficulties of the 
government. 

The troubled situation in 1925 will be better understood 
if some of the events of the year are recalled. It must be 
remembered that at this time France was carrying on a 
war in Morocco which was a financial drain and alienated 
a certain part of foreign sympathy which she might other- 
wise have won. Then troubles in Syria also led to military 
action and more criticism by other countries. The attempts 
of the Cartel to increase revenues made their position in 
internal affairs precarious. Proposal after proposal was 
made and rejected. Six ministers of finance held office during 
this year." They were MM. Clémentel, de Monzie, Caillaux, 
Painlevé, Loucheur, and Doumer. The first ministerial 
crisis was precipitated in April over the question of in- 
creasing the note circulation of the Bank of France.2 Clé- 
mentel was followed by de Monzie, whose finance bill in- 
cluded a ten per cent capital levy. Although the opposition 
to this measure was very intense, the revelation of the false 
statements of the Bank of France in regard to its advances 
to the state and the excessive increase in note circulation 
was the immediate cause of the resignation of the Herriot 
ministry at that time.? Caillaux was the next minister of 
finance. His appointment occasioned much opposition on 
the one hand and aroused fantastic hopes of financial re- 
vival on the other.t The task which he faced was beyond 


*“La Valse des portefeuilles,” see Hon. George Peel, The French Finan- 
cial Crisis (London, 1925), p. 261. 

* Journal officiel, Chambre, débats, séance, April 3, 1925. Reference Serv- 
ice on International Affairs (Paris, December 31, 1925), supplement, nos. 4 
and 5, p. 2. The discussion of French finance gives a summarized trans- 
lation of the debates on April 3. 

*See infra, Chapter VI, for discussion of this episode between the Bank 
of France and the state. ; 

*M. Caillaux had been accused of unlawful negotiations with the enemy 
and of treason during the war. His return to political life was a surprise 
to some, and he had many enemies in politics and finance. He had, how- 
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his powers. His defeat was due to a combination of forces. 
One was the failure of his internal loan, another the check 
to his negotiations over the external loan in Washington, 
and a third the hostility of the socialist party. The necessity 
of his resignation became apparent with the decline of the 
franc in October, 1925. There is no doubt that hidden 
maneuvers and speculation of financiers helped to make his 
position untenable. The subsequent attempts of Painlevé 
and Loucheur to increase revenues were hardly more suc- 
cessful.1 The emergency taxation of Loucheur was put 
into operation, but his more comprehensive measure led to 
his overthrow. The year closed with the problem unsolved 
and the franc still hanging in the balance. 

The nature of the financial difficulties during 1925 must 
be examined because of the great importance of this year 
in the depreciation of the franc. The main difficulty during 
this year was due to the internal debt, which embarrassed 
the government in two ways. In the first place, the maturi- 
ties during this year were especially heavy. In the second 
place, the floating debt was very large, and was so sensitive 
to the condition of public confidence that any adverse 
opinion as to the future led to the failure to reinvest cash 
received for redemptions, which meant a decline in holdings 
amounting often to hundreds of million franes a month. The 
budget of 1925 would not have been unmanageable if the 
debt maturities had been small. The floating debt could 
have been handled if the bons de la défense had run for 
longer periods of time. It is true that the external debts 
loomed on the horizon but immediate payments were not 
necessary. Moreover, the general economic situation was 
good, for both production and commerce were active. The 
internal debt was the troublesome aspect of the situation, 
closely connected as it was with the loss of confidence and 
general instability. 
ever, the reputation for being a financial wizard, so that much was ex- 


pected of him in solving the difficulties confronting the government. 
*See infra, Chapter VIII. 
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The magnitude of the problem can be judged from the 
fact that the government had to meet a charge of approxi- 
mately 22 billion francs for maturities on the internal debt 
during 1925. This was equivalent to about one-half the note 
circulation and about two-thirds of the budget, which was 
estimated exclusive of this sum. In addition to these 22 
billion francs of maturities, the government had to pay out 
more than 15 billion francs as interest and amortization on 
the public debt, and nearly 4 billion franes as pensions 
and indemnities.1 Then, a small sum should be added as 
payment on a part of the external debt. The total of this 
unproductive expenditure came, therefore, to approximately 
41 billion frances during this one year. It was obvious that 
something had to be done in the way of refunding and new 
borrowings. One attempt to meet the situation was the 
Caillaux exchange guarantee loan, which led to disappoint- 
ing returns. The other obvious way of meeting the situa- 
tion was by increasing the advances by the Bank of France 
to the state. This had to be done despite very strong op- 
position to inflation, in order to avoid the even worse alter- 
native, repudiation of a part of the internal debt. The 
maturities of the internal debt were as follows: 


TABLE XI 
MATURITIES OF THE INTERNAL DEBT? 
1925 
Million 
Francs 
Feb 16 National defense bonds (1915-25)................ 333 
Jul 1 Crédit national bonds 6 per cent .............;. 3,290 
Sep 25 Treasury bonds, 3 to 5 years, 6 per cent ......... 8,237 
Dec 8 Treasury bonds, 3, 6, and 10 years, 6 per cent ..... 10,090 
Total: -<:sis<-scestase Sere s aacelce la, Oitnat Sone Rae nee 21,950 
*Henry Chéron, Rapport aw Sénat, annexe no. 84 (February 22, 1926), 


pp. 290, 291. 

*Henry Chéron, op. cit., annexe no. 84, p. 278. See also Clémentel, 
Inventatre, p. 242. See infra Chapters VIII, IX. In the summation of the 
items in the Inventaire there is an error of one billion francs. 
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The government did not have to pay this entire sum in 
cash. New loans were accepted in payment for a consider- 
able part. These new loans were floated with difficulty, 
however, and at high interest rates. In fact, the increasing 
difficulty of the government in placing its securities had 
already been brought to light by the partial failure of the 
Crédit national loan in 1924. The amount of the loan had 
been fixed at 3 billion francs, but only 1,552 million 
francs were taken.' For this reason, when the needs of the 
treasury were great and funds hard to obtain, the govern- 
ment had turned frequently to the subterfuges and occult 
advances which finally were revealed in April, 1925.2 The 
increase in the legal limit of advances of the Bank of France 
to the state, which took place at this time,’ merely regu- 
larized the indirect advances which had preceded the bill, 
and did nothing to provide funds for the future needs of the 
treasury. No provision was made for the impending ma- 
turities, and no sufficient margin granted to the treasury 
to assure redemption of the national defense bonds. 


Tue Bows AN INDEX oF CONFIDENCE 


The difficulties caused by the floating debt have been . 
referred to frequently. The short-term bons de la défense 
nationale were through the postwar years the most trouble- 
some elements in the financial situation, but this was never 
so clearly evident as during this year, when the problem of 
the internal debt became especially acute. These bonds had 
been particularly popular during and after the war.* They 
absorbed a large part of the funds which might have accu- 
mulated in bank deposits, since the small denominations 
and short periods—one month, three months, six months, 


*Georges Lachapelle, Revue d’économie politique (March-April, 1925), 
vol, xxxix, no. 2, p. 210. *See infra, Chapter VI. 

* Journal officiel, Sénat, séance (April 15, 1925), p. 866. Parliament 
approved the convention of April 7 between the Bank of France and 
the minister of finance. Advances were increased from 22 to 26 billion 
francs, and the note circulation from 41 to 45 billions. 

*See supra, Chapter III. 
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a year—made them a particularly liquid and convenient in- 
vestment for idle funds. In times of uncertainty, on the 
other hand, they were particularly dangerous to the 
treasury, since the automatic maturity of large numbers of 
these bons meant large payments which might be demanded 
in cash each month. Normally, when confidence was good, 
reinvestments about balanced maturities. There was no 
guarantee, however, that this would be the case. The bons 
came to be a fairly definite indication of the state of public 
opinion. They led to the cumulative effect of any pessimistic 
sentiment, since initial government difficulties brought ever- 
greater demands on the government. It is obvious that a 
situation very much like that of a run on the bank could 
develop at any time, and the government could not find a 
way out of the predicament except through the slow proc- 
esses of parliamentary action. The figures for the total bons 
outstanding are significant. 


TABLE XII 


NUMBER OF BONS DE LA DEFENSE NATIONALE 
OUTSTANDING * 
(Millions of francs) 
1922 1923 1924 1925 1926 1927 


Jans ete 59,787 58,215 54,889 54886 46,089 47,224 
Bebavecien ies 60,093 57,317 54,682 54,992 46068 46,402 
Mar}. at coe 60,840 55,924 54,552 53.945 45,783 47,432 
Korie are 61,529 53,229 56,194 52246 46212 50251 
Mays sre 62801 Bote. 56,780 51,245 46384 ..... 
Tide 63.81 faa 56,343 50,569 46,157 46,970 
Sule eee 62 507 ee 56,287 50,690 44218 44804 
Augean 62668) een 56,598 50,330 45,973 44274 
Sép*e-ateawee 68/1 lence: 57,180 51,202 46850 44106 
Och asap ees 60,75 lumen 57,181 46,623 45,886 43,825 
Novices Bi075 eee 57,045 45,571 48542 43349 
Deck. tapes 590,055... 54,5388 45,735 49,079 43.464 


*E. Clémentel, Inventaire, p. 44, for parts of 1923 and 1924. Le Pour et 
le contre, November 28, 1926, p. 960, for parts of 1925, 1926 and 1927. The 
rest of the figures were secured from a reliable source but the name of the 
source was asked to be withheld. In addition to these bons, there was a 
circulation of about three billion frances of ordinary treasury bons. The 
floating debt was one and a half billion francs in 1923 as contrasted with 
about 58 billions in January, 1925. See Clémentel, op. cit., p. 9. 


THE LOSS OF CONFIDENCE, 1922-1927 187 


Nothing could indicate better than does the chart of bons 
in circulation the growing pessimism of the French. The 
decline of reinvestments was due in large measure to a wide- 
spread desire to place money either in industrial securities 
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CHART XI 
VALUE OF BONS OUTSTANDING, 1924 TO 19277 


which rose to a considerable extent with rising prices, or in 
some kind of security which had a gold or exchange value, 
such as Suez Canal shares.? Then again, a considerable 
part of the money that had been invested in bons was 
thrown into the exchange market for the purchase of 
pounds and other gold value credits. This decline in bons 


*Note that exchange rates are cents per franc instead of francs per 
dollar used in other charts. 
* The interest on Suez Canal shares was paid in gold or on a gold basis. 


188 THE FRENCH FRANC, 1914-1928 


outstanding, like the decline in the franc, was the result of 
a large number of small changes, and so it reflects general 
opinion even more than it indicates professional forecasts. 
The relation of the bons to the maturities on the rest of 
the debt was close. On the one hand, the agitations of the 
early part of the year, the ministerial changes, and excess 
issue of notes, led investors to withdraw their funds and thus 
increased the demands on the treasury, strained to the limit 
at this time. On the other hand, the discussion of the diffi- 
culty of the government in paying off its obligations, par- 
ticularly in the last three months of the year, led to a panic 
among holders of bons de la défense, who feared repudia- 
tion.t In considering the sum of 41 billion francs, given as 
the interest and maturities during this year, it should be ob- 
served that this figure should be lowered by several billions 
if allowance is made for the subscription to the Caillaux 
loan, and for the fact that all the privileges of redemption 
were not claimed by bond holders. When the whole debt is 
taken into account, however, it is observed this deduction 
is approximately offset by the decline in the holdings of 
bons de la défense nationale of about nine billion frances. 
During 1925 various devices were used to ease the situa- 
tion. For instance, certain advantages were granted for the 
prepayment of taxes. Then the Caillaux loan was in itself 
an innovation, for great things were hoped from the clause 
which made the interest rate vary with the value of the 
pound sterling.? In any case, the difficult position of the 
treasury, the need for increased resources, and the opposi- 
tion to this new means of calling out resources, were all 


*For a further discussion of the bons, see infra, Chapter VI. 

*Gaston Jéze, Cours de science des finances (Paris, 1925), pp. 276-284. 
There were varying decisions by the French courts, but the general tenor 
of the decisions had been that gold or exchange payments could not be 
exacted in France and that nothing could be done to lessen the validity of 
payments in paper francs. This official recognition of the variation of 
the franc in comparison with a gold standard currency was therefore a 
new departure. : 
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brought out clearly in the discussion in the Chamber of 
Deputies of June 26, 1925.1 The emergency was recognized 
at that time and new measures were passed despite some 
keen opposition. It was argued then by upholders of the bill 
that the new loan would bring in some 15 to 80 billion francs 
in subscriptions. Moreover, since it was only offered to hold- 
ers of bon de la défense, this would be a conversion loan 
and would reduce the interest burden of the government. As 
things worked out, however, the results of this new effort 
were extremely disappointing; the total secured by the close 
in October was approximately 6 billion francs. This was a 
very small sum when compared with the hopes and needs of 
the government, and the failure may be attributed to two 
causes. In the first place, the complex nature of the exchange 
clause led to distrust and misunderstanding. That is, the 
interest was to vary with the average value of the pound in 
francs, the extra being added as the pound went above 95 
francs. The possible advantage of this clause as the franc 
depreciated was not generally understood, and probably de- 
creased rather than increased the number of purchases. 
Then, in the second place, the unfortunate coincidence of 
the bank clerks’ strike considerably interfered with the dis- 
tribution and sale of the new securities. This strike had a 
peculiarly bad effect because of the custom in France of 
selling shares to the depositors in banks by means of per- 
sonal solicitations made by bank clerks. It is not surprising, 
then, that the loan fell short of the government’s hope, and 
the situation of the treasury was increasingly difficult. There 
seemed to be only two ways out of the difficulty; one was 
repudiation and the other was inflation. Both were sug- 
gested. Inflation was the solution adopted. 

The increase in the note circulation during 1925 was 
the first of any importance since the close of the war. The 
legal limit of the advances of the Bank of France to the 


1 Journal officiel, Chambre, séance 2, June 26, 1925, pp. 2937-2939. See 
also Sénat, séance of June 27, 1925, pp. 1203-1215. 
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state, which had been 21,000 million francs at the time of 
the armistice, was increased in April, 1919 to 27,000; this 
increase really covered war needs and conditions. Then the 
limit was lowered in the following years until it was only 
22,000 million francs in 1924.1 The difficulty entailed in this 
reduction has been discussed elsewhere. It is clearly in- 
dicated, moreover, by the fact that, despite the repayment 
of advances, the notes in circulation increased slightly dur- 
ing these years. The effort at deflation was ineffectual, but 
at least there was no inflation for several years. This point 
must be emphasized here because of the fairly general im- 
pression that the depreciation of the franc, as well as the de- 
preciation of other European monetary units, was due 
mainly to inflation. In the case of France, although inflation 
played its part in deterioration, it cannot be considered as 
the prime cause. The difficulties which led to the inflation of 
1925, which made increases in borrowings from the Bank of 
France imperative, for instance budget deficits, and the in- 
ternal debt, as well as the various political and commercial 
tangles, were causal. There was no free and easy recourse 
to the printing presses to meet government bills; when the 
new notes were issued, they came after much opposition and 
in comparatively small quantities.” 

The advances of the Bank of France to the government 
were 21,800 million francs, according to the weekly state- 
ment of January 2, 1925. This is an understatement of 
nearly a billion and a half. The actual amount was there- 
fore about 23,000 million francs. The advances equaled 35,- 
950 million frances on December 31. The note circulation of 
the Bank of France increased from 40,885 million franes to 
51,085 in the same period. Inflation may, therefore, be esti- 

*See appendix for figures. See also infra, Chapter VI. 

? André Fourgeaud, op. cit., p. 7. The increase in the note circulation in 
France was about 20 per cent during 1925. This must be compared with 
the German inflation of 65 per cent during 1921 and 1,027 per cent during 


1922. Viewed in this way, the French inflation seems very small. 
*See infra, Chapter VI. 
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mated as about 14 billion francs. This was approximately 
the difference between the maturities of the internal debt 
and the new securities sold by the government. In other 
words, one form of debt was substituted for another, and the 
net change was slight. Apparently the net increase in the in- 
ternal debt was about three billion francs.* 

The inflation which occurred at this time was not im- 
portant from a quantitative point of view, as has been 
pointed out already, but it was of extreme importance in 
its effect on public opinion. Since it destroyed confidence, it 
tended to bring about a “run” on the treasury by those who 
wished cash for their bons de la défense. Because it indi- 
cated the dire straits of the government, it led to large 
sales of francs for stable foreign credits. Its effects were, 
therefore, extremely grave and led eventually to the more 
serious panic in July, 1926. Four times in 1925 the govern- 
ment had found itself at the end of its resources; in April, 
June, November, and December advances to the state had 
to be increased to fill the urgent needs of the treasury, prac- 
tically empty of all funds. 

The December crisis was extremely dramatic.? The Min- 
ister of Finance, Loucheur, had asked on December 2 for 
increased advances from the Bank of France and emergency 
taxation to yield approximately three billion francs at 
once.2 The debate on this issue became very bitter. Those 
who opposed the existing government on general principles, 
and those who opposed inflation in particular, launched a 
fierce attack, and the menace of a new political crisis caused 
general dismay. Since a large block of treasury three- to 
ten-year bonds were to be redeemed on December 8, the 
seriousness of the situation was obvious.‘ The fall of the 
government at this moment would probably have brought 


1Henry Chéron, op. cit., annexe no. 84, p. 277. 

2 See infra, Chapter VIII. 

* Journal officiel, Chambre, séance of December 2, 1925, p. 3930. 
“See supra, p. 184. 
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the default on these bonds and the complete discredit of all 
government securities. In a stormy all-night session the 
issue was fought. The government seemed doomed to defeat 
when Briand, who had many times held the position of pre- 
mier, mounted the tribune and made his famous plea: “For 
the first time I cling to power; for if I am overthrown a 
grave injury will have been done your country.” 4 

His impassioned appeal was not without effect. Although 
he insisted he was the enemy of inflation, he asserted that 
there was no other way out of the difficulty. “As you vote,” 
he said, “think of what will happen if you precipitate a new 
political crisis.” ? In staking all on the issue, Briand won 
the day, and the government of France was saved from 
bankruptcy.? The public had finally been roused from its 
lethargy by the incident to a fuller knowledge of the uncer- 
tainty of the financial situation. This crisis was not to be 
the last, however. Confidence had been profoundly shaken 
and no real constructive measures had as yet been put in 
force. 

Politics and economics were so closely entangled with 
each other during 1925 that one cannot be considered 
without the other. Such political difficulties as have been 
discussed especially, and the uncertain majority, made it 
impossible for the government to carry to completion any of 
its plans for new loans, consolidation, or taxes. The emer- 
gency increased as successive ministries met defeat, and the 
inevitable approach of the maturities on the debt led to 
panic on the exchanges and among holders of government 
securities. During a considerable period, the solvency of the 
government was in doubt. In 1925 the public learned, for 
the first time, the dangers of the floating debt and the im- 
possibility of balancing the budget. This knowledge was 


* Journal officiel, Chambre, séance of December 2, 1925, p. 3947. 

* Tbid., p. 3948. 

* Journal officiel, Chambre, séance of December 2, 1925, p. 3949. The vote 
was 298 for and 113 against, the socialists abstaining. 
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costly, the franc fell from more than five cents to less than 


four. 
Tue Finau Crisis, 1926 


In many respects the year 1926 was but the sequel to the 
troubles of 1925.1 The main problem was little altered but 
the difficulties had become more apparent and the crisis 
more acute. The internal debt was still the most trouble- 
some feature of the situation. Moreover, the state of public 
opinion was increasingly sensitive and the sale of francs 
continued with more or less regularity. The ultimate solu- 
tion of the problem hinged on the nature and amount of 
taxation. It had been recognized that France must accept 
even heavier burdens than she had hitherto borne, but the 
instability of the prevailing majority made the particular 
outcome of the conflict of interests very uncertain. The con- 
servatives were fighting for indirect taxation against a de- 
termined opposition on the part of the radical left groups. 
As the struggle grew keener the investing public became 
more wary. Those who had savings felt that they must seek 
personal security in foreign investments while politicians 
waged their uncertain battle over the budget. Confidence, 
once shaken, did not return; thus the frane sagged from 
four to three cents during the first half of the year. 

It is not possible to follow all the political changes and 
financial proposals of 1926. Doumer was succeeded by Raoul 
Péret as minister of finance in March. M. Péret resigned on 
June 15. The trouble in each case was lack of support for the 
financial proposals and the adverse attitude of the public as 
registered in the falling franc. After turning to Poincaré on 
the right and Herriot on the left, a new ministry was 
eventually made up on June 25 with Briand premier and 
Caillaux again minister of finance. From this time on events 
moved rapidly. 

M. Caillaux was known to hold certain daring and untried 
theories for handling the troublesome floating debt. For 

*See infra, Chapter X, 
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instance, he was not opposed to inflation to the extent neces- 
sary to redeem the bons de la défense. This idea, much dis- 
cussed and generally feared, was called the plafond unique.’ 
This theory was not actually a part of M. Caillaux’s first 
proposals in July. On the other hand, his demands were 
extreme in that they included delegation to him of very 
wide powers, the permission to make important agreements 
with the Bank of France, without the sanction of Parlia- 
ment, and to use the gold reserve of the Bank to support 
the exchange value of the franc.? The delegation of the 
authority of a financial dictator to a man as little trusted 
by the different political groups as was Caillaux was ob- 
viously too radical a step for the hesitating Parliament of 
the moment. So on July 17 the ministry fell and one of the 
worst crises in the history of France threw the financial and 
political interests into chaos. 

The france crashed as Herriot was again called to power. 
Mobs attacked Americans who had made themselves offen- 
sive in certain cases, armed disorders were feared, and a 
revolution seemed possible. From July 15 to 20 the frane fell 
from two and a half to two cents; that is to say, the dollar 
cost more than fifty franes in Paris. It is not surprising in 
view of this panic that the Herriot ministry lasted only four 
hours in Parliament. On July 21 his budget proposal, pre- 
sented by Finance Minister de Monzie, was debated in the 
Chamber of Deputies. This proposal did little more than re- 
veal the desperate situation of the treasury, and the in- 
capacity of the government to find any adequate solution.® 

*See infra, Chapter VI. This phrase meaning single limit indicates the 
assumption that the bons were equivalent to cash, and that one limit for 
the bons plus the note circulations would not lead to any additional infla- 
tion. The free exchange of bons and notes would ease the treasury and 
not make any great difference to the purchasing power of the public. 

*Revue de science et de la législation financiéres (Paris, October- 
December, 1926), pp. 694-696. Very inclusive powers were requested. 

*Ibid., p. 673. This article (pp. 678-747) gives one of the best discus- 


sions of the causes and consequences of the July panic. The Herriot declara- 
tion before the Chamber is given, pp. 697, 698, 
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Although the capital levy was again the core of the program, 
it was no such specific measure but a general fear of in- 
creasing chaos and political hostility that led to complete 
rejection of his schemes. Feeling ran high as the opposing | 
groups clashed and the ministry went down to defeat on a 
vote of 290 to 237. The deputies came out of the Palais 
Bourbon to find an angry crowd surging about the doors, 
hissing and denouncing their destructive political ma- 
neuvers. 

In this dark hour Poincaré was called to meet the grave 
emergency. The residue of the Morgan loan was given at 
once to the treasury to meet its day to day needs. The new 
ministry obtained a vote of confidence from a chastened 
Parliament, July 27. It was obvious to close observers that 
politicians must choose either a truce in their party warfare, 
the possibility of revolution, or some form of dictatorship. 
Placed before such a choice, they decided for the least radical 
possibility, and as a result the new ministry received the 
support of all but the most extreme members of the legisla- 
ture. It is notable that, from the start, Poincaré made it ob- 
vious that he would accept no compromise. Every measure 
was made in effect a vote of confidence; in fact, no amend- 
ments were acceptable. The sudden recovery of the franc 
and the political calm after wild excitement were astound- 
ing. The franc rose from below two cents to two and a half 
in five days. Moreover, the run on the treasury stopped and 
subscriptions to the bons de la défense increased more than 
a billion frances in the next four weeks. The government ac- 
cepted measures strengthening the power of the ministry 
and permitting more latitude to the Bank of France in con- 
junction with the cabinet. 

This July panic was to be the final fall of the france. It led 
to a complete realization of the difficulties of the govern- 
ment. It brought to the surface the grim determination of 
the nation to end the meaningless struggles of the deputies 
and set out on the difficult road of tax payment and debt 


196 THE FRENCH FRANC, 1914-1928 


amortization. The history of the rest of the year really be- 
longs to the account of stability, and will be considered 
later.1 It should be noted here, however, that the extreme 
fluctuations of the franc were over. As the tide turned in 
favor of French securities and French money, the efforts of 
the government were exerted to modify the rapid rise of the 
france and to prevent the exaggerated swing of speculation 
in its favor. 

The measures passed at this time were fairly simple in 
their nature. They were remarkable in that they represented 
a fairly unanimous opinion rather than that they were inno- 
vations in the way of financial devices. The striking fact is 
the immediate confidence in Poincaré. The way by which 
the Bank of France was able to build up an exchange re- 
serve was the most interesting and most novel feature of the 
new program. The simple device of allowing unlimited note 
issues against purchases of exchange made it possible to 
steady the rates and to build up large foreign credits against 
future speculation. The workings of this mechanism are de- 
scribed further in Chapter VI.2 The Bank of France was in 
fact able to buy the exchange credits sold by Frenchmen 
who were willing once more to invest in domestic enterprises 
and confident once more in the value of the franc. This sud- 
den change of attitude was due fundamentally to the new 
political union. It might have been possible for some of 
the previous governments to have increased taxation and 
pegged the exchanges if they had been allowed to put 
through a consistent and inclusive program, but concessions, 
compromises, changes, and delays undermined the budget 
proposals of eight successive ministers of finance. It is pos- 
sible that there might never have been the necessary unity 
in Parliament if there had been no signs of disorder and 
revolt among the people. If a lesson was necessary, the 
deputies learned it on July 21. The public demonstration of 
hostility and the vertical drop of the frane brought about 


*See infra, Chapter X, *See infra, Chapter VI. 
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a new state of mind. Then, it must be admitted that the 
measures of Poincaré, though not strikingly new, were well 
adapted to meet the new conditions of the moment; there 
was, in fact, a high degree of wisdom in the very simplicity 
of the method of the Bank of France in steadying the ex- 
changes and in the way innovations in taxation were 
avoided. Nevertheless, the important factor in the situation 
was that the government proposals were quickly adopted, 
and without amendments. Such vigorous action restored 
confidence and the technical problems became at once 
soluble. 

The particular means and effects of stability cannot be 
discussed at this point. The france gained steadily in value 
through the last months of 1926. It reached a point of rela- 
tive stability in December. During 1927 it remained con- 
stantly at a value of a little more than 3.90 cents a franc, 
or about 25 frances to the dollar.1 There were few pur- 
chases on the foreign exchanges compared with the earlier 
troubled months of 1926. Those that occurred were absorbed 
by the Bank of France and treasury, so that the rate of ex- 
change was practically unvarying. This stability, as had 
been predicted,? caused some embarrassment to industry 
and commerce. The loss, however, was not so great as some 
feared. The sudden disappearance of the exchange bonus 
continued to depress production for some time. There was, 
however, no acute crisis and the dislocation to the economic 
structure was not serious. The production index kept above 
100 per cent of 1913. The curves indicate the rapid rise 
of exchange rates followed by a similar movement of the 
wholesale price index and the slower response of retail 
prices. The lesser fluctuation of the production index proves 


*See appendix. 

2Committee of Experts, Report (décret du 31 mai, 1926, Paris), p. 49. 

® Bulletin de la statistique générale de la France, supplément mensuel 
(July, 1927), p. 2, and see April-June, 1927, p. 331. The index for May, 1927, 
was 102 per cent of prewar. 
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the contention that the trouble was rooted in the financial 
and political situation, and not in the more general condi- 
tions of economic life. The sudden return of confidence, fall 
in dollar rates, and reaction of prices is evidenced in the pre- 
cipitate drop of the curves. Stability and calm came quickly 
upon the heels of the severe panic. 

During the span of years from 1922 to 1927 there was a 
series of crises in external and internal politics. Each one 
brought with it a more widespread realization of the finan- 
cial instability of the country, and increased the sensitivity 
of the france on the foreign exchanges. The need and the 
means for acquiring credits and securities which had a sure 
value in gold became constantly more evident. That is, a 
larger and larger public sought investments abroad; the 
flight from the franc became a more and more serious men- 
ace. Speculation of an uncontrollable nature became the 
most serious aspect of the French problem. 


CoNCLUSIONS 


The first series of crises were those growing out of the 
reparation tangle. The insistence of France, the alienation 
of foreign opinion, the desperate attempt of the Ruhr occu- 
pation, and the final solution of the Dawes Plan all had 
their effect on the value of the franc and the state of pub- 
lic opinion. In addition to such direct effects, the indirect 
consequences, inadequate taxation, the growth of the pub- 
lic debt, and the false hopes of these years all paved the 
way for the later exchange crises and political conflicts. It 
seems, in reviewing the history of the reparation problem, as 
if most of the mistakes could have been avoided. A careful 
reading of the literature of the period, however, indicates 
that the misconceptions and illusions were deep rooted. 
Even in the United States, where the interest in reparation 
payments was infinitely less, the possibility of German in- 
demnities was greatly exaggerated. It is hardly to be won- 
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dered at that the education of French opinion was a slow 
and painful process. No one can deny that mistakes were 
made, but their cause must be sought in the ideas prevail- 
ing at the time. Judgment in retrospect is frequently too 
harsh. The balance of the reparation struggle shows the 
heavy losses to France, in prestige, in wealth, and in the 
burden of debts for which she was in considerable measure 
responsible. 

The later years of this period, that is, 1924 through 1926, 
were troubled more by internal than by external politics. 
The Cartel with a more liberal foreign policy brought a 
milder attitude towards Germany. It was not able, however, 
to command the stable majority necessary to put through its 
domestic reforms. It is true that some of these reforms were 
extreme in character and not acceptable to the people as a 
whole. It is none the less true that the rapid enactment of a 
consistent and vigorous program, almost regardless of its 
nature, would have saved the government from the continu- 
ing deficits and the distressing exchange crises of 1925 and 
1926. Since no such rapid action was possible, the public lost 
confidence in the government, in its securities and its money. 
With the realization of the gravity of the situation there 
came a determination to force Parliament to action. The 
bitterness of the struggle over taxation had been very real. 
The desire of the socialists to increase direct taxation was the 
more intense because of the rising cost of living and the fear 
of industrial depression. On the other hand, the hostility of 
the conservatives to what seemed like the confiscation of 
wealth was grounded on long-standing precedents and on a 
knowledge of the technical difficulties of carrying out a capi- 
tal levy. There is something to be said, certainly, for each 
point of view. Personal interests and the sincere desire to 
save the country from bankruptcy were strong motives in 
both camps. The time was not opportune, however, for a 
thorough reform of taxation; the quickest way out had to be 
taken. This quick way proved to be to increase existing 
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taxes, notably the business turnover tax.! This tax brought 
into the treasury more than 7 billions of the 40 billion 
francs revenue for 1926, and 8 billions for 1927.2 It and 
the other indirect taxes made up considerably more than 
half the revenues. This choice made after the emergency of 
July, 1926, threw the power suddenly into the hands of Poin- 
caré, made possible the subsequent improvement in the 
franc, and justified to a considerable extent the contentions 
of the more conservative groups. The contest over taxation 
was essentially a fight between classes; the outcome was dic- 
tated, not by justice, but by expediency. It is probable that 
under other conditions a different ordering of taxes might 
have been much better, but at the moment the essential 
thing was for the government to escape bankruptcy. Suc- 
cess in this matter saved France from the complete collapse 
of the currency. 

Through all this period of financial crises, the general 
economic condition of France continued to be good. Pro- 
duction was normal or better than normal. The balance of 
commodity trade became slightly favorable.? The techni- 
cal improvement of industry continued at a satisfactory 
rate, and there were many indications of a healthy condi- 
tion in almost everything except in finance.‘ It is true 
that the depreciation of the france caused suffering. This 
suffering, however, was confined to certain groups and did 
not markedly obstruct the current of affairs. The middle 
classes, those with fixed income and small salaries, felt the 
pinch, but their losses were hidden from general observation 


*R. Poincaré, Exposé des motifs du projet du budget, 1928, Chambre, 
annexe no. 3248, p. 50. See also Revue d’économie politique, vol. xli, no. 2 
(Paris, 1927), pp. 340-341. See the discussion of the budget infra, Chap- 
ter IX. 

* Bulletin de la statistique générale (January-March, 1927), vol. xvi, no. 
2, p. 152. 

* Statistique mensuelle du commerce extérieur de la France (Paris, 
December, 1926), p. 8. 

*J. R. Cahill, Department of Overseas Trade, Report, Economic and 
Industrial Conditions in France, 1926-1926, p. 7. 
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and were not quantitatively great enough to cut down the 
consumption of goods to any marked degree. The greatest 
change was, perhaps, the increased influence of the primarily 
industrial as compared with the intellectual classes. The 
further results will undoubtedly be observed as time goes on, 
rather than in the immediate present. 

Throughout the postwar years, the franc has been sensi- 
tive not to the conditions in production and in commerce 
but to the condition of government finance. It has come to 
vary more and more closely with government credit as re- 
flected in the desirability of government securities, and with 
the danger from inflation and extremely heavy taxation. 
Confidence has been the connecting link between the polit- 
ical and financial struggles, and the value of the franc. 
The cost of the dollar has registered the opinion of the public 
on government measures. The changes in the level of prices 
have followed closely the movements of the exchange rates. 
The widening field of speculation and the growing sensitiv- 
ity of the franc to psychological forces have been pointed 
out in a number of instances. This fact, obvious though it 
may be to those who have studied recent monetary history, 
gives, nevertheless, a new emphasis to monetary theory. It 
is not the novelty of the idea that merits attention; it is the 
lessons which it implies in regard to straightforward, vigor- 
ous action in government finance. It is the striking reitera- 
tion of the well-known truth, that reserves, if ample, need 
not be used, that heroic taxation is less disastrous than de- 
preciation, and that determination is more important than 
technical perfection of method in handling government 
finance. 


CHAPTER, VI 
Tue UnsuccessruL Fight AcArnst DEPRECIATION 


War inflation changed the réle of money in economic life. 
It became under the altered conditions an active rather 
than a passive force. Its new importance was an essential 
outgrowth of the large increases of the number of notes in 
circulation, bringing with them changes in the value of 
money. The usual checks and limits to the value of money 
were abandoned with inconvertibility. It is obvious that the 
normal link between the paper notes and gold had to be 
broken in order to make possible extensive inflation such 
as the state required. The government, by laws, was able to 
prevent, to a certain extent, the exportation of gold in pay- 
ment for imports, and the fact that paper money could no 
longer be exchanged for gold made it possible to reduce the 
ratio of gold to paper without a corresponding change in the 
value of money. 

The state’s need of funds was the cause of the ensuing 
trouble and the readiest source of new revenues was the 
Bank of France, to which the government appealed for loans. 
The sequence of events is obvious. The marked change in the 
importance of money is no less clear. When the government 
made its extraordinary demands on the Bank, it had to take 
measures to relieve it from excessive pressure. Three im- 
portant steps were providing for the increase of paper bank 
notes, the cessation of the exchange of paper money for 
gold, and the establishment of cours forcé for the notes. 


*See infra, Chapter II. Note reference there given to Ribot, Exposé 
des motifs du projet du budget, 1919, Bulletin de statistique et de législa- 
tion comparée (1920), pp. 452-454. The necessity of inflation and incon- 
vertibility have already been discussed. 
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They did away with the usual safeguards of monetary value, 
and new ones had to be found to prevent or modify the 
severe depreciation that threatened the franc. These new 
measures were imperfectly adapted to the purpose and were 
in the main unsuccessful. 

The prosecution of the war called for profound changes 
in economic life. Money was the means by which these 
changes were brought about. It was the means by which the 
government altered the habits of production and consump- 
tion of the nation. Increased purchasing power in the hands 
of the government made possible the quick shift of capital 
and labor from peace-time industries to those important 
for war. Commerce came to be dominated by the need for 
steel and shell. Price restrictions and subsidies had a part 
in these changes, but inflationary money was the main in- 
strument for accomplishing the desired result. This new im- 
portance of money is in marked contrast to its usual place 
in economic life, for, in general, currency is considered to 
be a passive force. Inasmuch as it facilitates the exchange 
of goods it assumes significance, but it is not held to be a 
means for the redistribution of wealth nor a cause of changes 
in productive effort. It is readily adaptable to such ends, 
however, when the emergency of war strains the resources 
of a nation. There can be no hesitation about inflation in 
such dire need; France did what other nations in a similar 
position have always done. 

It is true that, even under normal conditions over long 
periods of time, changes in the value of money are likely to 
favor some classes more than others and so redistribute 
wealth. For instance, rising prices usually help the industrial 
classes as compared with those with fixed incomes. Such 
changes, however, are very different from those which oc- 
curred during the recent war. In the first place, because 
they are gradual they can, to a certain extent, be antici- 
pated and their effects avoided. In the second place, they 
are not so deliberate as are wartime changes. Thus, a govern- 
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ment prosecuting a long and uncertain war makes deliberate 
efforts to appropriate wealth. It does this by increasing its 
buying power through inflation, loans, and taxation. It 
seizes upon purchasing power wherever it can and the bond 
holders and the salaried classes are, to a great extent, unre- 
' sisting victims. Those engaged in active production of 
goods which the government needs are in a position to 
raise prices and wages and so retrieve a part of the wealth 
which the government takes from all its citizens. The state, 
it is true, is apt to make some effort through price control 
and sumptuary laws to keep prices and the cost of living 
down. It is not for the public good to advance one class at 
the expense of another, but yet it is not possible to prevent 
this effect of inflation for rapid changes in value are un- 
avoidable and take away from the weak to give to the 
strong. 

These profound changes in economic life were not at first 
realized.1 Men’s minds were distracted by the excitements 
of defeat and victory. Questions of value seemed academic 
during the stress of war. They could be postponed, whereas 
the concrete realities of munitions and war provisions de- 
manded immediate attention. The growing domination of 
the government over economic life was accepted as a nec- 
essary part of the tremendous effort to win the war. As time 
went on, however, serious changes which had taken place 
became more and more evident. The instability of the france 
on the exchanges was an indication of the fundamental 
weakness of the currency—a weakness which passed un- 
noticed as it expressed itself in the rising price level. It 
became obvious that the franc must depreciate to a certain 
extent, and it was quoted at a discount of about twelve per 
cent in terms of dollars during the war. This rate was the 
one which the government felt most capable of maintain- 


*G. Charbonnet, La Politique financiére de la France pendant la guerre 
(thesis, Bordeaux, 1922), p. 45. Note that the early credits were not 
properly authorized. 
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ing in the face of the adverse balance of trade, inconverti- 
bility, and inflation. The rise in prices! indicated a much 
greater degree of depreciation, and one which corresponded 
more closely with the causes affecting the value of money. 

The effort to discover new safeguards for the france in- 
creased with the increase of depreciation. The internal 
change in the franc was represented by the rise of the whole- 
sale price index to 300 per cent during the years 1914-19. 
External depreciation, which began to take on serious pro- 
portions in 1919, was even more alarming to financiers and 
statesmen.” The strict control of the quantity of money of 
prewar days had been abandoned; the close link between 
the currency and the value of gold had been broken; the 
balance of payments became decidedly unfavorable.? It was 
obvious that steps must be taken to protect the frane from 
the possibility of collapse. It was not an easy matter to sub- 
stitute new mechanisms once the familiar ones had been 
abandoned. It was not easy to balance the international 
payments account with short-term credits and by means of 
small gold shipments. Moreover, the promise of the state to 
repay the Bank of France was a poor substitute for the old 
restrictions on note issues. The fight against depreciation 
was a difficult one, taxing the ingenuity of bankers and 
finance ministers. 


Various MrEasures To FigHt DEPRECIATION 


The most notable support of the franc during the first 
years of depreciation was pegging; that is to say, the use of 
gold and foreign credits to prevent the depressing effects, 
which excessive demands of foreign exchange would other- 
wise have had, on the franc. This stabilizing effort was ex- 


*The wholesale index number was 355 per cent of 1914 in January, 1919. 
See appendix. 

?See infra, Chapters VII and VIII for internal and external depreciation. 

*See supra, Chapter I, Chart I, and appendix for figures. 
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erted with a high degree of success during the war and, 
under very different conditions, in 1926 and 1927. It was 
not effective for the long periods, however, in the interven- 
ing years. In the second place, legislative measures were 
relied upon to strengthen the franc, but they were of little 
avail. Certainly, laws, such as the cours forcé and the pro- 
hibition of capital export, could not materially affect the 
situation, if the economic and psychological factors were all 
adverse to the franc; it is even possible, they did more harm 
than good. In the third place, the discount: rate, which can 
under certain conditions attract capital and improve the ex- 
change rates, was of little use under the changed condi- 
tions prevailing during those years. Then, again, loans were 
of use in the early years of inflation, but they came to be 
one of the most threatening aspects of the financial prob- 
lem.! Deflation, a fourth attempt to return to prewar ratios 
of gold and paper, was impracticable and led to deceit and 
confusion. These efforts to fight depreciation were sincere, 
but in the main ineffectual. This was not entirely because of 
faults in conception or execution, but, in part, because the 
nature and extent of war needs so aggravated conditions 
that no return to the former situation was possible. 

The five ways in which depreciation was fought constitute 
obviously only a part of the effort to protect the franc. It 
is not possible to discuss all the steps taken nor all the ele- 
ments which worked for and against the value of the cur- 
rency. The discount rate, legislation, loans, deflation, and 
pegging are particularly interesting because they were used 
in practically all countries under similar conditions and with 
varying degrees of success. In France no one of these meas- 
ures was of great importance until certain other fundamental 
aspects of the situation were put in order. The one underly- 
ing problem—the budget—had to be faced in a vigorous way 


1G. Charbonnet, op. cit., p. 73. Government loans are not bad unless 
the proceeds are wasted. They often constitute difficult technical problems, 
however. 
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before any efforts to secure stability were effective. Con- 
fidence had to be built up on sound government finance and 
political solidarity before speculation could become favor- 
able. Under the more favorable conditions of late 1926, 
pegging became a useful thing in the hands of the govern- 
ment; the discount rate became a steadying influence; the 
loan operations turned to the good rather than the harm of 
the treasury. During the trying years from 1914 to 1926, 
however, these spasmodic and ill-codrdinated efforts were 
of little avail. 


Tue INEFFECTIVENESS OF THE Discount RATE 


The changes in discount rate are one of the most im- 
portant ways of preventing depreciation when money is 
relatively stable. The degree to which this is true varies with 
different countries. There are certain conditions which make 
the bank rate highly effective in certain places and at cer- 
tain times. For instance, the four main conditions are worth 
stressing here because they are all dependent to a certain 
extent on stable economic life. In the first place, the influ- 
ence of the bank rate is the more important and powerful 
as the volume of cash, the basis of the money and credit 
structure of a country, is limited by law or banking practice 
in very definite ways. This makes credit steadier than would 
otherwise be the case. Such a limitation of cash as well as 
some of the other conditions on which the discount rate de- 
pends are most conspicuously realized in England in modern 
times. To a less extent these conditions are found in other 
highly developed western countries. Then, in the second 
place, an extremely centralized banking mechanism, such as 
that dominated by the Bank of England, is almost essential. 
Such a system of banking makes possible a consistent and 
determined policy of reinforcing increases in the rates by 
other means of limiting the amount of cash and credit. The 
existence of such a coordinated policy makes small changes 
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influential not only because the increase in the discount rate 
makes the borrowing of money more expensive by so much, 
but also because it is an indication of a general tendency to 
restrict credit, a probable decline in prices, and an increase 
of caution and conservatism in industry and commerce. 

The remaining conditions of the effectiveness of the dis- 
count rate, the third and fourth, are aspects of a general 
stability in economic affairs. The third condition, for ex- 
ample, is that prices and cost should be fairly stable and 
margins of profits small. If this is the case, as it is during 
periods of industrial and financial calm, the cost of borrow- 
ing influences the amount of capital borrowed to a consid- 
erable extent, even though interest is rarely the decisive 
element in cost. The increase in interest and discount rates 
leads to less borrowing on the part of marginal producers, 
and so leads to a contraction of credit, while if prices are ris- 
ing rapidly, interest is a negligible element in cost. The 
fourth condition of the effectiveness of the discount rate is 
the relative stability of exchange rates. When the foreign 
exchanges are fairly steady, capital moves from country to 
country in the form of loans in order to secure the higher 
rate of return which results from difference in interest rates. 
This was particularly true in the case of England, a country 
which could change the direction of the flow of short-time 
credits by small differences in money rates. Such a state of 
affairs made it possible to strengthen a currency on the for- 
eign exchanges by increasing the discount rate; an increase 
would lead to an inflow of funds and a higher exchange value 
for the currencies in demand by other countries. When the 
foreign exchange value varies greatly, however, interest 
rates are of small importance as compared with the ex- 
change premium. 

The discount rate, therefore, under normal conditions of 
production and consumption acts both psychologically and 
mechanically on credit expansion, and so on economic af- 
fairs in general. Psychologically, an increase in the rate is 
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taken as a sign of falling prices and credit restriction. Me- 
chanically, an increase in the rate actually increases costs 
and decreases profits in certain instances and so leads to 
the contraction of various enterprises.. As the reader will 
have noticed, the preceding statement as to the operation 
of the discount rate is true particularly of such a country 
as England. It was less true in the case of France, before the 
war,’ than of England. Nevertheless, the discount rate had 
a certain influence which should not be overlooked, and the 
changes which came with war conditions deprived France 
of a tool which was, under some conditions, of considerable 
use.” 

The increase in the discount rate at the very beginning of 
the war was quite natural. It was important to prevent 
credit expansion when the banks were in a precarious con- 
dition, the rate was raised to six per cent on August 1.3 In 
this and various other respects, the Bank of France was of 
assistance to the other banks in the war crisis, according to 
Germain Martin.‘ It was not advantageous to continue this 
high rate, however, for the government required easy 
money, both to facilitate the flotation of loans and to act as 
a stimulus to production. The decrease in the rate to 
five per cent which occurred on August 20 held for the 
duration of the war and continued until April, 1920. The 
changes in the Bank of France rate for discount of com- 
mercial paper and that for advances against securities from 


*Germain Martin, Les Finances publiques de la France (Paris, 1925), 
p. 107. 

* Robert Wolff, Note sur le systéme monétaire francais (Paris, 1927), 
pp. 39, 40. 

*See supra, Chapter II. France often used the gold premium policy to 
prevent the export of gold where other nations might have used a high 
discount rate. Aug. Arnauné, La Monnaie, le credit et le change (Paris, 
1926), pp. 191, 192. M. Amauné gives only slight importance to this 
mechanism which is given more influence in the comments of English 
and American writers. 

*Germain Martin, op. cit., p. 115. The Bank of France was liberal in 
discounting paper when it was evidently important for commerce and 
industry. 
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1914 to 1928 were comparatively few. The dates are given 
below. 

The steadiness of the discount rate during the war was 
consistent with the French banking policy of the preceding 
a cent 
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DISCOUNT RATE OF THE BANK OF FRANCE, AND 
RATE ON ADVANCES AGAINST COLLATERAL 


years. It took on new significance in that it was maintained 
despite the internal and external depreciation of the franc.? 
Further than this, the discount rate was decidedly lower 


*Charles Rist, La Déflation en pratique (Paris, 1922), p. 119. Professor 
Rist here expresses the opinion that the discount rate should be used 
only in time of crisis and should not be a part of a normal economic 
policy. L’Annuaire statistique (1922), p. 2. The average rate for the previous 
ten years had been three per cent. 

7Narcisse Rosenthal, La Politique d’escompte de la Banque de France 
depuis 1914 (thesis, Paris, 1926, published in Nice), p. 100: “C’est done 
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than the yield on loans floated during the war.1 Perhaps the 
Bank of France should have raised its rate somewhat in 
order to limit note issues which are to be attributed to the 


TABLE XIII 
DISCOUNT RATES OF THE BANK OF FRANCE* 
1912 to 1928 


Date on Which Discount of Rate for 
New Rate Was Commercial Paper, Advances Against 
Fixed Per Cent Collateral 
1912 MO che Sees ee crea ee 40 4.5 
1914. Jan’ 29-5 en ooenine 3) 4.5 
JUL a0). cee eee 4.5 5.5 
Alig x0 1.2 teas oats 6.0 7.0 
Qe ieaterene se tetats 5.0 6.0 
1920 Apr. Sie sathe. stores eters 6.0 6.5 
19D tee Julie DSicen ees. 5.5 6.5 
1922 Mare ldeecritct cee rete 5.0 6.5 
1924° Jan 10 ae aoe 5D 6.5 
1 RetRtcin ake ars 6.0 7.0 
Send Ten Feet ks ears 6.0 8.0 
Dec cle tern cece 7.0 8.0 
1925. Julge Ole eres 6.0 8.0 
1926s Julbgslan perenne MEO 9.5 
‘Decal Guee ey ac mace 6.5 8.5 
1927 RebWase ect ec DD 8.0 
Liste aR ae iD 7.0 
ADT 14ers, x ee os oe ee 5.0 6.0 
Dece20car cae te 40 6.0 
T1928 eran LOM race ret 3.5 5.5 


large quantity of commercial paper which swelled its port- 
folio. There is little reason, however, to think that this 
would have made much difference. Other factors than the 
interest rates dominated economic life during these years. 


un fait incontestable et remarquable que la guerre a emmené avec elle 
Vabandon de la politique traditionelle de la Banque de France de la hausse 
du taux d’escompte en cas du change.” See page 22 for the fixity of the 
discount rate. 

*Germain Martin, op. cit., pp. 162, 163. 

*Le Pour et le contre (December 19, 1926; and April 17, 1927; January 
22, 1928), p. 309. See also regular issues of the Bulletin de la statistique 
générale de la France. 
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Neither at this time nor after the armistice could a fractional 
change in the cost of money have brought about a marked 
contraction of credit. 

The difference between the prewar and postwar situations 
- must be indicated at this point. The first condition of an 
effective discount rate has been said above to be that 
the amount of cash in circulation should be so limited that 
changes in its volume will not permit rapid and uncon- 
trollable changes in the volume of credit. This condition 
changed with the war, for the borrowings of the state from 
the Bank of France meant equivalent increases in incon- 
vertible money. Moreover, since gold was no longer used, 
this rapidly increasing volume of paper money was the sole 
basis for the expansion of credit. Thus the increase in the 
circulation could go on indefinitely once the link with gold 
was broken. The expansion of credit, therefore, was practi- 
cally unlimited. The second condition of an effective rate 
is a centralized banking system with a well-established and 
clearly understood policy. This condition was also altered 
by the war, since the Bank of France had never faced so 
serious an emergency, as that arising out of the recent war, 
and its policy under such conditions could not be definitely 
anticipated. 

Then again, the price situation after 1914 showed no sta- 
bility such as was indicated as a third essential element of 
a successful discount rate policy. In fact, the rapid increase 
in wholesale and retail prices so far outstripped costs in their 
upward movement that there were very large profit margins. 
In such a situation the borrower gained, even if the interest 
rate was very high. Keynes has illustrated this fact by tak- 
ing the figures for the English situation in 1919 and the 
early part of 1920. 


It follows from this table [of prices] that a man, who borrowed 
money from his banker and used the proceeds to purchase raw 
materials selected at random, stood to make a profit in every 
single month of this period with the exception of the last, and 
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would have cleared 46 per cent on the average of the year. Yet 
bankers were not charging at this time above 7 per cent for their 
advances, leaving a clear profit of between 30 and 40 per 
Cenvsas st 


This was even more true in France where wholesale prices — 
rose to 300 per cent of 1914 during the war and as high as 
850 per cent in 1928, while in Germany the situation was 
more extreme than in France; there a loan was practically 
a gift during the period of collapse. Even the interest rate 
of 100 per cent a month could not offset depreciation.? It is 
obvious that in such circumstances the change of one or 
two per cent in the discount rate would be completely negli- 
gible. Borrowers with the prospect of large speculative gains 
could afford to pay the highest rates which the banks de- 
manded. Thus changes in the internal value of the franc 
quite did away with the influence of the Bank rate. 

The fourth condition of effective credit control was the 
stability of the franc on the exchange. It has been pointed | 
out that, normally, if the franc were depressed, an increase 
in the discount rate would attract a certain number of in- 
vestments from abroad and that this growing demand would 
buoy up the france. If, however, the franc were depreciating 
as much as twenty per cent a year, the difference of a few 
per cent added to the discount rate would not be sufficient 
to attract capital. The actual situation, as it developed in 
France, proved that gold currencies were at a premium quite 
irrespective of the rate which they earned in foreign centers. 
The loss involved in the purchase of franes, on the contrary, 
frequently wiped out any interest gain. In other words, the 
exchange rates were dominated by more subtle influences 
than the Bank rate, except in so far as the changes influ- 
enced public opinion directly in its attitude towards the 
financial outlook. 

*J. M. Keynes, Monetary Reform (New York, 1924), p. 23. This prob- 


lem has been considered by others in taking up the matter of the real 
discount rate. *Tbid- ps2: * A. Arnauné, op. cit., pp. 217, 218. 
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It was, then, the absence of these four conditions that 
made possible the erratic psychological effects of increases 
in the Bank rates. Since this financial instrument could 
no longer be expected to act as it had in the prewar days, 
it was the subject of vague speculation and uneasy fore- 
casts. It was realized in a general way that the Bank of 
France would still use the discount rate to protect itself 
if the limit of the note circulation authorized by law was 
being reached. Moreover, the treasury needs were closely 
linked with the Bank in this matter. A rise in the rate 
was, therefore, usually a signal that the government and 
the Bank were alarmed at the situation, that the funds of 
the treasury were low, and that some desperate effort to 
check inflation might be made. The result of such surmises 
was a general distrust of the france and an attempt to invest 
money in foreign credits or in goods. These efforts inevit- 
ably depressed the value of the currency both at home and 
abroad. The effect was, thus, contrary to the one desired. 
The influence of the discount rate was inverted in a number 
of instances, notably in 1924.1 

Both Hawtrey and Cassel have argued that ineffectiveness 
of the discount rate, such as is implied in the preceding dis- 
cussion, is exaggerated. It is true that they are not thinking 
primarily of the French case; nevertheless, their arguments 
seem to be intended to apply to countries such as France 
and, hence, must be considered here. It is possible that, as 
they contend, a stricter control of credit might have been 
exerted during the war when the exchange rates were not 
varying to a serious degree. Hawtrey discussed the matter 
critically in 1915. He urged the attempt to contract credit 
through the Bank rate. 


In point of fact it is probable that less than half the production 
of the country is being carried on for the Government, and the 
remainder would be as sensitive as ever.” 


*See supra, Chapter V. 
*R. G. Hawtrey, Monetary Reconstruction (London, 1923), p. 28. 
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He says in another place, speaking of England in particular: 


The policy of cheap money looked plausible enough. It stimu- 
lated trade, and enabled the Government to borrow by means of 
Treasury bills at small cost. But cheap money stimulates trade 
because it increases trade borrowing; it increases production be- 
cause it accelerates consumption.? 


Part of the consumption which can be attributed to easy 
money was certainly a disadvantage. It was the consump- 
tion of war materials alone which was important to the sur- 
vival of the nation and had to be increased at the cost of her 
financial stability. 

Hawtrey’s contentions have considerable weight though 
their applicability to France is limited. Cassel, on the other 
hand, has more clearly in mind conditions in neutral coun- 
tries. He claims that the influence of discount rate policy 
on domestic prices remained as before, even though the 
machinery of international payments had been altered in a 
marked degree. 


The actual conditions of foreign discount policy have, of course, 
been profoundly affected by the War, even if there is considerable 
exaggeration in the common assertion that the discount rates no 
longer have any bearing whatever upon the regulation of inter- 
national payments. When the managements of the central banks 
now talk of the discount rate having lost its usual effectiveness, 
it is probable that they are chiefly thinking of this upsetting of 
the conditions underlying their foreign discount policy . . . what 
was really affected was simply the exterior technical machinery 
of the discount policy, while the essential part of its function, 
that of maintaining the currency at a stable level of purchasing 
power at home, still remained, the means to that end being in 
the main the same as before.” 


He admits the changed state of affairs in that “we have to 
regard as normal quite other discount rates than those to 
*R. G. Hawtrey, Monetary Reconstruction (London, 1923), p. 3 (written 
in 1922). 
?Gustav Cassel, Money and Foreign Exchange After 1914 (New York, 
1923), p. 108. 
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which we were formerly accustomed.” But he does not 
state that even the very high rates prevailing in Germany, 
for instance, could not be advanced rapidly enough to keep 
pace with depreciation. The disorganization of the money 
markets, including that in France, went farther than his 
discussion would indicate. He understates the very extreme 
changes in economic relationships and the uncertainty 
which prevailed in most matters after 1914. 

He is probably right in so far as he discusses the changed 
influences of the discount rate over international payments, 
and undoubtedly there is some truth in these criticisms 

-made by Hawtrey and Cassel. In a number of instances the 
discount policy was weak and vacillating. Special considera- 
tion of the French case, however, leads to the opinion that 
the increase of the discount rate during the war would have 
made comparatively little difference in the situation. When 
one passes to the postwar period, moreover, one finds the 
situation complicated by the rapid changes in prices, foreign 
exchange values, and other elements of economic life. A few 
attempts to control the situation will be mentioned below, 
—they were, in the main, futile. Their failure may have 
been due in part to bungling methods but much more to 
difficulties inherent in extreme depreciation. 

The policy of the Bank of France was strictly lazssez- 
faire. The discount rate in France was merely a dependent 
variable. The Bank of France was guided in its policy by 
the desire to further the activities of the government, ac- 
tivities which required currency inflation and industrial ex- 
pansion. Production was stimulated not only by easy money 
and low interest rates, but, to a much greater extent, by gov- 
ernment purchases. The increased demand for goods found 
its expression in rising prices and this acted necessarily as a 
stimulus to economic activity. Thus, the motive force was 


Gustave Cassel, Money and the Foreign Exchange After 1914 (New 
York, 1923), p. 109. His book was published in 1923 before the very high 
rates in Germany had received much notice. 
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not low costs, including interest rates, but it was higher 
profits due to rising prices. War consumption and not mone- 
tary policy dominated the situation. The stimulus may have 
been excessive, but it could have been modified only slightly 
by the intervention of the Bank of France. 


Tue Discount Rate AFTER THE WAR 


At the close of the war it is possible that the discount rate 
might have been increased to advantage, but the five per 
cent level which had been maintained since August, 1914 
was not altered until 1920. It is conceivable that the con- 
tinued expansion of credit and the rise in prices which oc- 
curred after the armistice might have been modified and 
some excesses avoided if the rate had been increased. In 
holding to a comparatively low rate, however, France was 
merely doing what other nations did. The general hopeful- 
ness after the armistice, the expectation of a rapid revival of 
commerce, postponed the increase in discount rates until 
1920. This was a natural if unfortunate situation. It is less 
to be wondered at in France than it was in England, because 
of the prevailing skepticism among the French regarding 
the Bank rate. 

For various reasons, then, the Bank of France did not 
interfere in the situation until 1920. The liabilities of the 
four large banks had nearly doubled during 1919 and con- 
tinued to grow during January and February of 1920.2 
Bank clearings increased rapidly in the first months of 1920. 
The figure for January was 10,914 million francs, and for 
April was 14,705. The growth of the note circulation was 
less marked, and this fact indicates that the expansion was 

*Jules Décamps, Les Changes étrangers (Paris, 1922), p. 263. 

* Morgan Bank, Statistical Atlas (Paris, unpublished), p. 13. The figures 
are: 1918, December, 6,747 million francs; 1919, December, 11,968 million 
francs; and 1920, February, 13,366. The four banks are the Société générale, 
Crédit Lyonnais, Comptoir d’escompte de Paris, and the Société générale 


de crédit industriel et commercial. See Chart XII, Chapter V. 
*See Bulletin de la statistique générale de la France, and infra appendix. 
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mainly due to credit and not to cash inflation for govern- 
ment needs. The continuance of such expansion was obvi- 
ously impossible, but the French were slow to act. It was 
only after the United States had been forced to protect its 
gold and the Federal Reserve Board had raised its rates that 
the French took similar steps.1 Thus the increase on April 
8 did little more than confirm changes which were due to 
American influences. The downward movement of prices, 
though probably due partly to the action of the Bank of 
France, was due also to a considerable extent to the fall in 
American prices which led to lower cost of imports.” 

The up and down movements of prices during these years, 
1919-22, cannot be attributed mainly to the policy of the 
Bank. This institution continued its conservative policy. It 
kept the rate in harmony with changes in prices and in- 
dustry, once those changes had become fairly evident. The 
comparison of the wholesale price index and the table of 
discount rates, as given above, shows that prices seemed to 
respond in a slight degree to the Bank policy. The increase 
to six per cent on April 8, 1920 was followed by a price de- 
cline. The decrease to five and one-half per cent on July 28, 
1921 was followed by an upward movement of the price 
index number. The same was true after the second decrease 
to five per cent in March, 1922. The interrelation between 
the two factors should not be exaggerated, however. French 
banking measures at this time imitated to a very con- 
siderable degree those taken in England and America.? 
Moreover, the foreign exchange rates had a much quicker 
influence on prices than did the discount rate.* The price 
recession was due, then, to a combination of factors, among 
which were the foreign exchange rates, public opinion, and 
the discount rate. 

The ineffectualness of the discount rate, not apparent at 
this time, became more evident after 1921. It was then seen 


*'N. Rosenthal, op. cit., pp. 64,65. *N. Rosenthal, op. cit., p. 67. 
7See supra, Chapter IV. *See supra, Chapter IV, pp. 145-147. 
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that the attempt to deflate the currency, begun with the 
convention of 1920,1 was extremely difficult. The state had 
been able to repay the Bank two billion frances of its ad- 
vances even without the help of a high money rate in 1921.? 
Such a repayment was not possible in 1922, however. It was 
not thought advisable to let the effort to make these repay- 
ments dominate completely discount rate policy. There was 
no further increase in the rate until 1924. It is surprising 
that there was no strong movement to codrdinate this part 
of the financial system with the deflationary program. The 
failure to do so was probably because those in control real- 
ized the limited influence of the rate and the artificial nature 
of deflation at this time. The rapid depreciation of the franc 
during 1922 and the following years would have made any 
use of high money rates of little value for the reasons in- 
dicated above. In any case the effort of the state to repay 
the Bank of France and deflate the currency amounted to 
little. The number of notes in circulation remained prac- 
tically stationary, and the Bank rate was of small impor- 
tance in economic life, from 1920 to 1924. Deflation in the 
latter years was impossible because of the price rise, but in 
neither case was the discount rate paramount. It was called 
into action after this period of disuse in the emergency of 
1924. 

On January 10, the government, alarmed by the rapid 
rise of the dollar and the pound, announced that it would 
pursue an energetic policy and increased the discount rate 
from five to five and one-half per cent.? The second increase 
in the discount rate, January 17,* to six per cent was little 
noticed in the general excitement. It is evident that it did 


1See supra, Chapter IV, pp. 186, 187. 

2Charles Rist, op. cit., pp. 67, 68, 71. This was possible because of the 
increased purchases of bons de la défense which came with the commodity 
price decline. 

® Journal des débats (January 14, 1924). “La baisse du france s’est ac- 
centuée aussitdt que la décision de la Banque de France a été connue.” See 
infra, Chapter VIII. *See infra. 
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little or nothing to improve the franc at this time.’ In fact, 
the franc lost about four per cent of its value in the two days 
following the first change in the rate. It lost about two per 
cent of its value in the two days following the second in- 
crease.2 The reason for this unexpected result is clear. The 
attack on the franc had been so effective that general con- 
fidence had been shaken. Once panic conditions existed, any 
slight shock or unexpected event increased the alarm. Then 
again, with depreciation at the rate of almost one per cent 
a day, it was impossible to attract foreign credits by offering 
a slight additional advantage in money rates. To the French 
speculator, for the same reason, the appreciation of foreign 
currencies offset any possible difference in the cost of money 
in the respective countries. 

Thus, the effort made to improve the situation did more 
harm than good. Instead of decreasing speculation, it 
strengthened the motive for buying foreign exchanges, for 
the interest cost was negligible in contrast to the risk. The 
second increase did not aggravate the situation, it passed 
unnoticed, because the public was already fully aware of the 
seriousness of the crisis. This inverted influence of the dis- 
count rate is a feature of such chaotic conditions as those 
which prevailed in France during these months and should 
be considered a psychological as well as an economic pheno- 
menon. In circumstances such as those prevailing in 1924 
the recourse to the more mechanical measures was worse 
than useless. The second expedient, legislation against 
speculation, was equally unavailing. Like the increase in the 
discount rate, it affected the ways and means of speculation 
but made the motive stronger than ever. 

There was very little connection between the alterations 
in the Bank rate and the extent of depreciation. The varia- 
tions between five, and seven and one-half per cent during 
the years after 1914 were not followed by similar up and 


1 Journal des débats (January 21, 1924), see general comment on finan- 
cial situation in the Revue financieére. 7See appendix. 
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down movements of prices or foreign exchange rates. At- 
tempts which were made to use the discount rate as an aid 
to deflation were frustrated by the tremendous need of the 
government for funds even after the war was over. This 
need led inevitably to borrowing both from the Bank of 
France and from individuals, and prevented the use of the 
discount rate as a repressive force because of the ever-grow- 
ing volume of cash and credit. The influence of the bank rate 
was restricted to a narrow sphere; that is, a slight degree of 
control over the week to week conditions in the money mar- 
ket, and so over the flotation of government loans, and over 
the flow of funds from the bons de la défense into industrial 
investment and back. 


Futitity or LEGISLATION 


Lack of understanding of the reasons for depreciation, 
evident to a certain extent in discount rate policy, is even 
more glaringly apparent in the attempt to fortify the franc 
by restrictive legislation. The use of law in the battle for 
the franc is the second type of measure which must be con- 
sidered here. It is neither possible nor advisable to discuss 
the matter in detail. The complexity and variety of the 
various regulations precludes an exhaustive account of gov- 
ernment action. Nevertheless, they must be mentioned be- 
cause of the frequency with which such measures have been 
resorted to both in the recent situation and in other cases of 
depreciation. 

The most obvious and universal legal step is that es- 
tablishing the cours forcé of paper money and disassociating 
it completely from gold? by making it inconvertible. This 
step was taken during 1914. The further measures ? taken 

*See infra this Chapter. 

* Gaston Jéze, Cours de science des finances (Paris, 1925), p. 234. Law of 
August 5, 1914: “La Banque de France et al Banque de l’Algérie sont dis- 
pensées de rembourser leurs billets en espéces.” See supra, Chapter III. 


*See supra, Chapter III. See also Georges Lasch, De la Répercussion de 
la valeur monétaire sur la dette publique et privée (Strasbourg, 1924), p. 68. 
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at the outbreak of the war which provided for moratoria of 
payments of various kinds, aimed indirectly to protect the 
value of the franc. The moratoria which prevented forced 
sales and bankruptcies tended to safeguard values from the 
extreme variations which a more severe panic might have 
occasioned.t But the moratoria were of temporary sig- 
nificance only, most of them were abrogated after the first 
crisis was passed,” so measures of this type do not require 
consideration here. The cours forcé was scarcely more inter- 
esting, since it was a legal provision which had little or no 
direct effect on the value of the franc. It was a natural part 
of the inflationary program of the government, but did not 
alter the situation in any marked way. The frane would 
have been used for domestic exchange without such a spe- 
cial insistence on its legal tender quality. It rose and fell in 
the domestic and foreign markets, regardless of what its 
value was in the minds of law makers.® 

Later developments of legal theory as to the right to de- 
mand payment in anything other than paper francs are, 
however, interesting. They indicate the slowness with which 
depreciation was recognized and the false ideas which were 
current as to ways of limiting it. For instance, the general 
tenor of court decisions was that demands for payments in 
gold were illegal and impaired the credit of the state by 
casting doubt on the value of its money. It was natural, 
then, that payments of gold to foreigners under analogous 
conditions were judged illegal.t There were cases, on the 
other hand, in which the court approved the demands for 
gold payments which would lead to the entrance of gold into 
France and therefore increase the national wealth. These 


*Germain Martin, op. cit., pp. 100-117. 

7H. E. Fisk, French Public Finance (New York, 1922), p. 80, see also 
supra, Chapter III. 

* Jéze, op. cit., p. 240. Professor Jéze speaks of the need of using some 
money even if this unit of value depreciates rapidly. 

* Tbid., p. 280, Cours de Paris, February 22, 1924. 

° Ibid., pp. 277, 279. 1920 decision of the Cours de cassation, June 7, 1920. 
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decisions are explainable only on the grounds of “political 
interests.” 1 Some of the decisions which are discussed by 
Jéze 2 bear evidence of the artificiality of the situation. In 
spite of the law, there were considerable efforts by indi- 
viduals to seek protection against inflation either by gold 
payments or by increases in prices which were practically 
equivalent.’ 

It is true that payments in actual gold coin were rare. The 
usual procedure was to have bills drawn up so they varied 
upward or downward with the ratio of gold or of the gold 
exchange currencies to paper. Such so-called gold payments 
were safer from an economic point of view, since they gave 
the payee assurance of greater stability, but were more diffi- 
cult from a legal point of view since such contracts could 
not, in general, be enforced by law. The latter method—that 
is, price changes—was more widely practiced but often 
caused friction between individuals who did not clearly 
understand the extent of depreciation. Conscious attempts 
to avoid depreciation, such as these, were usually only for 
large payments and contracts running over a considerable 
period of time, such as rents. In the case of house rents, for 
example, there were frequent attempts to alter payments in 
accord with the gold exchange rates. Where this was diffi- 
cult, special payments for repairs or exorbitant tips were 
demanded as a substitute.* It was impossible to prevent 
such transactions by laws when they were clearly to the 
economic interests of the individual.> Such procedure, how- 
ever, afforded the individual but imperfect security.® 


*Lasch, op. cit., p. 71. ? Jéze, op. cit., pp. 270-273. 

*Lasch, op. cit., p. 63: “Malgré les soi-disant interdictions légales de 
calculer les créances en monnaies stables, ce procédé est employé de plus 
en plus fréquemment.” 

*The rent situation was peculiarly complicated because it was affected 
not only by depreciating value of money but by laws preventing increases 
in the nominal rents. * Lasch, op. cit., p. 86. 

°See supra, Chapter V, pp. 184, 188. The government policy was some- 
what changed with the issue of the Caillaux gold exchange guarantee loan 
in 1925. 
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- Other laws, aimed to prevent speculation and the exporta- 
tion of capital, were even more difficult to enforce than 
those for gold payments. They were more important in the 
postwar developments than were the gold payment deci- 
sions, because of the fairly widespread belief that such laws 
were effective. This belief did not go unchallenged, and it 
is impossible even now to give a clear verdict. They may 
have done some good, perhaps, but it is safe to assert that 
they did considerable harm. 

The most important of this series of restrictions was the 
law of April 3, 1918.1 It was reinforced by a number of 
other laws, decrees, and decisions which continued to be 
enacted as late as December 19, 1926.2 The resulting com- 
plex mass of regulations led to considerable embarrassment 
for those who wished to secure foreign credits in an open 
and legitimate manner, and yet could not prevent efforts 
to smuggle out capital. The object of this series of laws, 
generally referred to by mentioning the first one, the law 
of April 3, 1918 was to prevent the flight from the franc. 
More specifically, it aimed to interfere with transactions 
which increased the sale of francs and the purchases of for- 
eign exchange. The law is given in abridged form by Pro- 
fessor Jéze.3 


It is forbidden to any person residing in France . . . without 
written authorization from the Minister of Finance... (1) to 
build up outside of France a holding of securities, funds, for de- 
posit or loans, by any method whatsoever of credit or exchange, 


for his own profit or that of another . . . if the transaction im- 
plies . . . any transfer whatsoever of funds or securities out of 
France; (2) to send out of France . . . securities if the sale of 


2J. Laurés, Le Probléme des changes et la baisse du franc (Paris, 1926), 
pp. 104-109. 

2 Jacques Lockhart, Le Marché des changes de Paris (thesis, Paris, 1927; 
advanced copy used), pp. 339-365. See especially pp. 339-341, or, see J. 
Lagneau, La Législation relative a Vexportation des capitaua (thesis, Paris, 
1925), pp. 51-63. 

>Gaston Jéze, op. cit., p. 266 (translation mine). 
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the same does not result in the receipt of francs, or if this sale 
should not lead to credit in foreign money which would be in 
harmony with the aim of the present law . 


It will be seen from a study of the complete texts that the 
regulations were very inclusive. It is obvious, also, that 
they attacked the exchange problem from the mechanical 
side alone, and left the basic reasons for the flight of capi- 
tal untouched. Such reasons were the fear of the future 
depreciation, and the desire to escape excessive taxation. 
Many stories are told as to the ways and means of getting 
around these laws. It is certain that there was much ex- 
portation of capital even though all the alleged instances 
may not have occurred.? One of the easiest ways of building 
up foreign credits was to allow the proceeds of commodity 
sales abroad to accumulate in foreign banks or to reinvest 
the income from foreign investments. Regulations were 
framed to prevent this, notably those of October 15, 1925 2 
but they were difficult to enforce. It was usually possible in 
reporting transactions to understate the proceeds of the 
sales abroad or to conceal the existence of investments. 
There was said to be considerable exportation of actual se- 
curities, carried out of the country in airplanes, or in vari- 
ous other irregular ways. The securities were bought by 
foreigners as a speculation and paid for by credits in some 
stable currency. Tales of the smuggling of gold coin were 
rife, one even heard of such things as the shipment of coin 
to Italy in cheeses. In one instance which came to the at- 
tention of the writer, a man was thrown into jail because he 
had brought into the country gilded coins of a base metal 
under a permit to take out of the country an equivalent 
amount of gold coin. He then took out full value gold coin 
which he paid for with depreciated paper. Such a procedure 


* Anyone who lived in France during the period of depreciation realized 
the very great number of such occurrences. It is obvious that the effort at 
concealment prevented traces of them from appearing frequently in print. 

*J. Laurés, op. cit., pp. 114-118. The extract from the Journal officiel is 
here given. 
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offered an opportunity for profit as long as the government 
refused to accept gold for more than its face value in paper 
money. This fiction ended September 27, 1926 when the 
Bank of France established rates at which it would buy gold 
for paper.! It is certain that during the months previous 
to this large deposits were built up by the French in Am- 
sterdam, Switzerland, London, and New York.? The 
French were able to take over from Americans and others 
residing in France considerable sums in dollars which they 
allowed to accumulate in deposits abroad. No accurate esti- 
mate of these sums is possible. Various statements have 
been made which would place accumulations in 1926 any- 
where between five and thirty billion paper francs. The 
investigations into the same problem, as found in Germany, 
made by the MacKenna Committee for the Dawes Com- 
mission, brought to light the difficulty of arriving at satis- 
factory figures. The most that one can say is that the sums 
were large. This is evidenced by the fact that the operations 
were admittedly many, by the decline in the value of French 
securities, and also by statements of bankers in other coun- 
tries that the sums left with them by French depositors 
were considerable.* 

The decline in new capital issues is notable; the figures 
given by Cahill are: 


AO Die eo cioels ciominawyeege 6,772 million francs 

TODAS rare cee sleisieis.e toe 5619 ear 4 ne 

TODS eee sedeech 24-00% 3,828. “ eS 
(ORIOONEDS nl O 20a west e eels cles = oe 3,061" >. & 


1The New York Times, October 4, 1926. The rate of 114.70 paper francs 
for 20.00 gold francs was established at this time. This was lower than the 
market rate, but considerable gold was brought to the Bank of France 
as a result of this policy. 

2J. M. Keynes, “Balance of British Trade,” Economic Journal (Decem- 
ber, 1927), vol. xxxvii, no. 148, p, 556. The increase in credits in London, 
partly attributable to the “flight from the france,” is £100,000,000 “from the 
beginning of 1925 to the middle of 1927.” 

8 J. Cahill, Overseas Trade Report, “Economic and Industrial Conditions 
in France, 1925-26” (London, 1927), p. 41. See also Chart XXVI and appen- 
dix for figures, 
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In addition to such vague indications of the outflow of capi- 
tal, the fluctuations of certain gold value securities were 
striking evidences of the flight from the franc. These secur- 
ities, with dividends payable in gold standard currencies, 
varied directly with the value of the foreign exchanges. Some 


Unit: million francs 


1400 


1926 1927 


CHART XIV 
SECURITIES FLOATED ON THE PARIS BOURSE, 1924 TO 1927? 


of them, such as the Suez Canal, de Beers, Rio Tinto, and 
various English and Americin bonds, offered safe refuges 
from depreciation. They were much sought after during the 
months of greatest depreciation. They varied inversely with 
the French government issues. No law could prevent the 
traffic in these shares; thus it was evident that they offered 


*See appendix for figures. For the first two months of 1924 deduction is 
made of the very large government flotations which would disturb the 
curve if not eliminated. The dotted line indicates the average. 
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one of the easiest means of sheltering French funds from 
depreciation. 

If it had been possible to prevent all purchases of foreign 
exchanges except those needed to cover the unfavorable 
balance of commodity trade, there would have been little 
variation in the value of the franc. But it was not pos- 
sible to put the money markets of France in a water-tight 
compartment. Moreover, the attempt to do so led to an 
exaggerated effort to break through the barriers. Foreign ex- 
changes could not be bought freely on account of such laws. 
It seemed very important, therefore, to build up foreign 
credits whenever and wherever this was possible. It may 
be that the restrictions really accentuated the fluctuations 
of the franc.t It is quite probable that the profits derived 
from exports would have been invested in France to a 
ereater extent if they could have been moved out of the 
country for investment more easily when occasion re- 
quired. 

There were many champions of the abolition of these 
laws.2 Some of the foremost authorities in the financial 
world advocated the freedom of capital movements; while 
some felt that the time for ending restrictions must be 
carefully chosen, the general drift of the more intelligent 
sections of public opinion was in favor of putting an end to 
artificial restraints at an early date.* Certainly there is 
nothing in the history of the franc to indicate that they had 
been effective. Extreme variations were frequent, and the 
fact that the france escaped collapse cannot be attributed to 
this type of measure. In the case of the 1924 panic, the fall 
of the franc was not halted by the February legislation 
against speculation, but, only a few weeks later, by increased 

2J. Casamajor, Le Marché a terme des changes en France (Paris, 1924), 

. 162. 
‘ : jae Martin, op. cit., pp. 388-391. 
* Rapport du comité des experts (décret du 31 mai, 1926), p. 44. 


“T] ne semble pas en effet que la dite loi ait eu jusqu’ici des résultats 
vraiment utiles” [laws of April 3, 1918]. 
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taxes and additional foreign loans. Despite the growing 
appreciation of these facts, however, the laws remained until 
stability, achieved by other means, was a virtual reality. 


Tue Arrempt To DEFLATE 


It became obvious to French financial leaders after the 
depreciation of 1919 and 1920 that the measures to pro- 
tect the value of the franc, which we have just treated, 
were inadequate. The discount rate had not been an active 
factor, and there was no reason to suppose that it could 
fill the need which became greater each month. Laws had 
been a failure for the most part. A more serious attempt to 
prevent depreciation was required. According to one reason- 
able, if somewhat superficial, view of the situation, the prime 
cause was the increase of the note circulation of the Bank 
of France. This view was not wrong, but erred in that it was 
too simple, and too narrow an explanation. It was too simple 
in that it assumed that deflation was symmetrical with in- 
flation; that is to say, that if a given increase in notes led to 
a given increase in prices and exchanges, an equivalent de- 
crease in the circulation would lead to equal decrease in 
prices and exchange rates.1 This implied a disregard for 
the fact that the expansion of the note circulation had 
wrought certain profound changes in economic life which 
could not be undone. Contraction is a different thing from 
expansion. The time relationship between prices and costs 
is different, and the psychological influences are quite dis- 
tinct. Moreover, the prevailing view on deflation was too 
narrow in that it did not seek out the real causes of infla- 
tion. It argued as if inflation and deflation could be under- 
taken at will, but the situation was far more complex than 
this. Inflation was inevitable in the pursuit of war. Defla- 
tion could be carried out on a comparable scale only if it, 
too, were inevitable; that is, if the needs for productive 

* Charles Rist, op. cit., p. 118. 
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activity on the part of the state and on the part of private 
interests were greatly curtailed. 

The recourse to deflation to increase the value of the 
franc was, therefore, a blind and ill-considered attempt. 
This measure has been discussed to a certain extent in con- 
nection with the chronicle of postwar events. The 1920 
convention which prescribed the repayment of two billion 
francs by the state to the Bank of France each year was 
an indication of healthy tendencies, but was not codrdi- 
nated with a general financial policy in such a way as to be 
workable. The reason for the swift passage of such a 
measure lay in the similarity to the government’s policy 
after the war of 1870.2 The difference between the recent 
experience and the earlier one lay primarily in the fact that 
the quantities involved were much greater and that the 
time during which artificial conditions had prevailed was 
much longer. However this may be, subsequent events 
proved quite clearly that the deflation which was accom- 
plished may have done a little good in some directions but 
did considerable harm in others. The effort had to be aban- 
doned, and further inflation took place in 1925. The com- 
plete rejection of these false hopes and incomplete methods 
was necessary before the vigorous efforts of the later years 
brought stability. It was a very long time, however, before 
the hope of bringing the franc to par was abandoned. The 
matter was still something of an issue in 1927 and influ- 
enced Poincaré in his delay in stabilizing legally.2 The 
dates of conventions and decrees and the amount of in- 
crease and decrease throw interesting light on the defla- 
tionary effort.4 


*The repayment of two billion francs a year over a period of fourteen 
years, such as prescribed by the convention of Frangois-Marsal, would have 
been a deliberate effort to depress business, such as has probably never been 
undertaken anywhere. 

*See p. 137. 

* Evidence of this is to be found in the daily press which fought the 
battle back and forth through 1927. “See the table on p. 232. 
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The artificiality of the prevailing point of view is brought 
out in the distinction made by Professor Rist in regard to 
financial and monetary deflation.! This distinction, whether 
or not it is a valuable one to apply to other monetary expe- 
riences, throws considerable light on the French case. Finan- 


e 


TABLE XIV 


LEGAL LIMITS OF NOTE CIRCULATION AND ADVANCES TO 
THE TREASURY BY THE BANK OF FRANCE’ 


Fixed by Conventions and Decrees 

(in miliions of francs) 

Advances to the Treasury by the Legal Limit of Note Circulation 
Bank of France 
Increase Increase 
or 
Decrease 

1911 Dec 29 6,800 


1914 Sep 21 6,000 3,000 1914 Aug 5 12,000 5,200 
1915 May 4 9,000 3,000 1915 May 11 15,000 3,000 
1916 Mar 15 18,000 3,000 

1917 Feb 13 12,000 38,000 1917 Feb 15 21,000 3,000 
Sep 10 24,000 3,000 

1918 Apr 4 18,000 3,000 1918 Feb 7 27,000 3,000 
Jun 5 21,000 3,000 Mar 3 30,000 3,000 

Sep 5 33,000 3,000 

1919 Feb 13 24,000 3,000 1919 Feb 25 36,000 3,000 
Apr 24 27,000 3,000 Jul 17 40,000 4,000 

1920 Dec 29 Convention 1920 Sep 28 41,000 1,000 
1921, ‘Dec 31, :25,000)-—2,000) 5 Ss Seas cee vise 


1992 “Dee 31 240007 1000) eee 
1923: ‘Ded’ 279-23, 200 =" S00 sn =) ae eee 
1994) Deo . 22° - 22,000. 1.200) sug) Sere det 
1925 Apr 15 26,000 4,000 1925 Apr 15 45,000 4,000 


Jun 30 32,000 6,000 Jul 12 51,000 6,000 

Nov 24 33,500 _1,500 Dec 3 58,500 ‘7,500 

Deéc..3° 30,500, 6.00005 mn uum et iene ne ae. 
1996" Deo. 31 87.6007 =2,000" ae nn eee ee 


1927. Dec 31, —35,500 =-2,000) Wee ac ne 


*Rist, op. cit., pp. 4, 5, 72. 

2Germain Martin, op. cit., pp. 142, 143; Aug. Arnauné, op. cit., pp. 294, 
295; Etienne Clémentel, op. cit., pp. 49, 50; also Le Temps (November 27, 
1925); and Journal officiel, Chambre (November 23, 1925), p. 3918. Ref- 
erence Service on International Affairs (Paris, November 30, 1925), pp. 1, 2. 
Notes in excess of 58,500 million francs could be issued after August, 1926, 
if they were offset by gold value exchange holdings. 


Legal limits of 
note circulation 
| 


Actual note 
circulation 


Legat limits 
of advances 


19e4 


CHART XV 


LEGAL LIMITS OF NOTE CIRCULATION AND ADVANCES BY 
5 THE BANK TO THE STATE, 1922 TO 19267 


_* Note the nearness of advances to the limit at times of panic and the 
curves for advances and notes crossing the limit in 1925. 
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cial deflation is that which was practiced in France after 
1920. It consisted in the repayment by the state of a part 
of the advances of the Bank. Monetary deflation, on the 
other hand, would imply the contraction of bank deposits 
and consequently of the circulating medium. If the notes 
advanced by the Bank and returned to it by the state were 
later put in circulation again by the Bank, financial defla- 
tion would fail to be followed by monetary deflation. Finan- 
cial deflation was accompanied to a certain extent by 
monetary deflation during the period of price decline. That 
is to say, the note circulation showed a certain tendency to 
decline with declining advances of the Bank to the state. 
This ceased 'to be true very shortly, however, for the gov- 
ernment placed itself in a false position in attempting to 
repay these advances. Since it was receiving no adequate 
increase in taxes, it was forced to borrow from other 
sources. There was no real decline in its demands for cash 
and no real cessation in its interference in economic life. 
These other borrowings, mainly in the form of bons de la 
défense, led indirectly but inevitably to monetary inflation. 
Two processes were therefore running counter to each other. 
This being the case, financial deflation was bound to fail. 
The true situation was not admitted by the government 
until 1925. This concealment led to a false sense of security 
and growing amount of subterfuge on the part of the 
treasury. The treasury, in trying to meet its needs from 
sources other than inflation, increased the internal debt to 
unmanageable proportions and completely subjugated the 
Bank of France to its purposes. This deprived French eco- 
nomic life of the advantages of a powerful independent 
check on government and private finance. So, if there were 
good results from the 1920 deflation program, they were 
negative and consisted almost entirely in the opposition to 


*Germain Martin, op. cit., pp. 148-160. M. Martin in discussing the bons 
shows their importance in attracting the peasant and the business man but 
points out the dangers inherent in such short-time borrowings. 
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inflation which was very strong in France and which helped 
her avoid some of the excesses of other countries. Its direct 
effect on depreciation was, on the whole, very slight, while 
its indirect influence on the value of the franc, through the 
debt and through financial scandals, was more apparent. 
The story of these scandals, growing out of the dominance 
of the treasury over the Bank, is worth considering in this 
connection. 


Tue BANK or FRANCE SUBJECT TO THE STATE 


The subjection of the Bank to the state was the direct 
result of the needs of the treasury for funds to fulfill the 
1920 convention. Back of the falsification of the Bank 
statements, publicly admitted in 1925, there lay a history of 
successive occult advances through the agency of various 
private banks and the central Bank. The beginning of such 
practices was in 1920.1 In October of that year the treasury 
borrowed 893 million frances from the various banks.2 In 
the following year, 1921, no hidden advances were obtained 
by the treasury; in fact, the state was able to repay 800 
million franes to the Bank, the remaining sum which made 
up the repayments coming from the amortization account. 
In September, 1922, however, the margin of funds in the 
treasury was practically wiped out. This meant the danger 
of default on the payment of various government obliga- 
tions; so the state was forced to borrow again from private 
banks, receiving 300 million frances from these sources, 
which it repaid in a few weeks from the proceeds of treasury 
bonds issued at this time. L’Hurope nouvelle in its issue of 


*Journal officiel, Chambre, séance April 9, 1925, pp. 2144-2154. See 
especially p. 2146. In this session Herriot, then prime minister, outlined the 
history of the hidden advances. Most of the following discussion is based 
on this source. * Ibid., p. 2146. 

*See supra, Chapter IV, and Germain Martin, op. cit., p. 146. A part of 
the interest on advances paid by the state to the Bank went directly to an 
amortization account which was applied to reducing the capital sum at the 
end of each year. 
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April 18, 1915, quoting from official documents, has summed 
up the advances made during the five years in question.* 
Such advances continued through 1923 and 1924. They were 
made in various ways. Sometimes the treasury discounted 
with the Bank various securities of private banks. Some- 
times the Bank bought treasury certificates. Generally, 
however, the Bank of France borrowed directly from the 
private banks, who turned for funds to the Bank of France. 
The latter institution was then forced by the government 
to discount the treasury certificates which the various banks 
had received.2 The Bank was powerless to resist the gov- 
ernment. It is evident from the letter of December 29, 1924, 
and again of January, 1925, that M. Robineau, the Governor 
of the Bank, did not at first advocate the increase in the 
legal limit of advances.? A little later, however, he pleaded 
in vain to have the situation regularized by the increase in 
the legal limit for advances to the state. He insisted, more- 
over, that it would be impossible to avoid indicating in the 
next Bank statement a note circulation decidedly in excess 
of the legal limit of 41 billion francs.* 

The amount of money involved in these loans was not at 
first very large. Since in most cases repayment was made 
after a few weeks, the amounts did not accumylate. Never- 
theless, the situation became increasingly difficult with the 
passage of time. The embarrassment of the treasury, which 
had begun in 1920 under the Bloc national, led to the sub- 


1L/Europe nouvelle (eighth year), no. 374, pp. 519-527. Extracts from the 
parliamentary debates and from the important letters exchanged on this 
subject are here given. The citations here made cover the episode in an 
adequate way and give in an abridged and readily accessible form the 
essence of the original debates. 

2 Ibid., pp. 524, 525. See the letter of Clémentel to the Governor of the 
Bank of France on March 5, 1925. In it he outlines this procedure and 
mentions the nine banks which participated in a loan of 955 million frances 
to the treasury. 

3 Documents parlementaires, Chambre (April 9, 1925), p. 2152. 

*L’Europe nouvelle, loc. cit. (April 6, 1926), p. 526, letter of Governor 
Robineau to Herriot. 
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terfuge described above, which continued under the Cartel. 
The reduction of the legal limit of the Bank’s advances to 
the state at the end of 1923 had aggravated the difficulties. 
As a result of this proceeding the occult advances increased 
in amount during 1924. Despite this fact, the state again 
repaid a considerable sum, 1,200 million franes, to the Bank 
in partial fulfillment of the 1920 convention. The repay- 
ments amounted to nothing more than the paper transfers 
of certain sums, an appearance of amortization offset by 
new and less advantageous loans. The public was deceived, 
and the Bank of France placed in a false position, while 
official admission of the embarrassment of the government 
and its intense need of funds could not be indefinitely 
postponed. 

As the borrowings of the treasury increased during 1925, 
the situation become more acute. The discrepancy between 
the actual advances and the authorized advances reached 
3,130 million franes on April 2, 1925.1 This was not an 
enormous sum, but it offset almost exactly the specious 
repayments to the Bank in the preceding three years; it did 
not indicate any marked increase in inflation, but merely a 
continuance of the previous situation. The significance of 
the whole episode was to a considerable extent political. It 
indicated the difficulty of the government, deprived under 
the 1920 convention of a working margin of funds, when it 
needed a breathing space of some months to work out ade- 
quate reforms in government finance. The fact that the 
Cartel felt forced to continue the false situation which 
existed when it came into power in the spring of 1924 is a 
sign of the weakness of its political position in Parliament. 
It feared that, in view of the existing sentiment against 
inflation, no government could propose the increase actually 
needed to tide it over the existing emergency. Herriot pre- 
ferred to continue the fiction of deflation rather than risk 
the storm of public opposition. 

*T/Europe nouvelle, loc. cit., p. 521. 
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The deflationary program ! was the basis of the troubles 
of the treasury and was therefore, in part, responsible for 
the confidence crisis of 1925. The extent of the difficulty 
may be indicated in a schematic way by contrasting the 
actual total of advances to the state with those which would 
have been made if the 1920 program had been carried out 


in full. 
TABLE XV 


ADVANCES OF THE BANK OF FRANCE TO THE STATE? 
(in millions of francs) 


Legal Limit of Advances 
As Actually 
As Scheduled Established Reduction 
in 1920 _ at End of Accomplished 

Convention Each Year Each Year 
1920 5 seat eceet te 27,000 27,000 en 
192 See 25,000 25,000 2,000 
1922 sear ar eer ee 23,000 24,000 1,000 
1 ODS ee eat 21,000 23,200 800 
1A 7 ean te coiee 19,000 22,000 1,200 
LOZ eee 17,000 39,500 (2,000) * 
19265 8 amine 15,000 37,500 2,000 


The difference between the plan and the accomplishment 
is very striking; it amounted to more than 22 dillion francs 
in 1925 and 1926. The effort made to reduce the advances 
was even more unsuccessful than is at once apparent from 
this comparison because the amounts actually repaid were 
made up, to a considerable extent, of the sums which accu- 
mulated automatically with the Bank as the result of the 
interest payments of the treasury. A part of such interest 
payments had to be applied by the Bank each year to the 
reduction of the capital.* 


*See supra, Chapter IV, pp. 136-139. 

*Germain Martin, op. cit., p. 141, and Aug. Arnauné, op. cit., pp. 294, 295. 
See also appendix; for more detailed statements as to the legal limit of 
advances, see supra, this chapter. 

* This figure is not a net reduction. It was merely the sum paid by the 
state to the bank at the end of the year as amortization. In 1925 the net 
change was an increase of 15,500 million francs, In 1926 the repayment was 
followed by further repayments to the Bank. 

“Le Pour et le contre (December 16, 1923), and supra, p. 173. 
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The revelation of 1925 brought out the fact that the true 
situation was reflected not by the sum of admitted advances 
of the Bank after repayments, but by the size of the port- 
folio of the Bank of France, which was swelled by the loans 
to private banks! and by the increase in the bons de la 
défense.” It was these two factors in the financial system 
which made it impossible for “financial deflation” to be fol- 
lowed by “monetary deflation.’ On the one hand, the dis- 
counts of the Bank led to an increase in the note circulation, 
either directly by the payment of cash or indirectly through 
the growth of deposits which were later drawn out in cash.’ 
On the other hand, the bons de la défense occasioned an 
increase in the note circulation, either through loans for 
which they served as collateral or because they had to be 
paid in cash when they matured. 

The distinction between monetary and financial deflation, 
though somewhat arbitrary, is seen therefore to be appli- 
cable to the French efforts from 1920 to 1925. The govern- 
ment was able to cut down the advances which had been 
the main cause of inflation but did not bring about a net 
deduction in the note circulation. Because the effort was at 
variance with the true situation of government finance, 
because other treasury borrowings led to the drawing these 
notes into circulation again, there was no significant and 
lasting deflation. It is surprising that the one-sided effort 
should have continued as long as it did. There is reason to 
believe that the subterfuges were fairly widely known be- 
fore the public revelations in 1925; too many ministries had 

* Revue d’économie politique, vol. xl, no. 2 (1926), p. 306. The portfolio 
of the Bank of France which had increased to a monthly average of 5,854 
million franes in January, 1925, fell to 4,182 in May; see also appendix, 
bills discounted. 

*See supra, Chapter V, pp. 186, 187, for table and curve of bons de la 
défense. This shows an increase in the bons during 1924 and a decrease in 
1925 when the advances of the Bank to the state were increased by law. 
The subsequent fluctuations of the bons were due mainly to other causes 


than the needs of the treasury. Note a similar state of affairs in the last 
week of July, 1926. * Charles Rist, op. cit., p. 75. 
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been involved in the proceeding to make possible any real 
secrecy. Since there had been no indication in the public 
press, foreign opinion was greatly shocked when the truth 
came out. 

The turning point in the situation was indicated, per- 
haps, by the change in attitude on the part of the Governor 
of the Bank of France indicated above.t He maintained at 
first that the legal limit of advances should be kept as it 
was, with the expectation that the situation could soon be 
righted. But the difficulties of the treasury increased and 
led to larger borrowings and a more rapid expansion of 
the note circulation. The Bank protested on February 5 
that the expedients of the government were futile. 


. . . there is no ground for hoping for an end to the increase 
of the circulation unless the increase in prices and wages comes 
to a halt under the influence of a rigorous policy of decreasing 
all expenditures, of security for savings, and of the resulting de- 
cline in the foreign exchanges.? 


An even more urgent protest and an appeal for an increase 
in the legal limit of advances followed on February 26. The 
government replied that additional funds from taxation 
would ease the situation. Meanwhile, occult advances con- 
tinued, and there was no real change. On April 6 the Bank 
sent a solemn warning to the government, indicating that 
the weekly Bank statement must reveal the truth. This 
statement, as actually published on April 9, showed a note 
circulation of more than 48 billion franes, 2 billions in 
excess of the limit which had been set on September 28, 
1920, and left unchanged since that date. This irregular 
situation was rectified by the law of April 15, 1925.4 The 
new legal limit of the note circulation was set at 45 billion 

*Cf. supra, this chapter. Journal officiel, Chambre, séance, April 9, 1925, 
p. 2152. * L’Europe nouvelle, loc. cit., p. 523. 

* See supra, this chapter, table of conventions, laws, and decrees. 


“Journal officiel, Chambre, débats, 2nd séance, April 15, 1925, pp. 2203- 
2208. 
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francs, and the advances which the Bank could supply the 
treasury at 26 billions. Thus the measure was passed and 
the situation regularized, but the Herriot government was 
forced to resign, partly in consequence of these disclosures.* 

Blame for this unfortunate series of episodes in French 
finance cannot be placed on any one man or on one political 
party. It is obvious from the above outline of irregular deal- 
ings, beginning in 1920 and continuing for almost five years, 
that many people were concerned, that both the bloc na- 
tional and the Cartel shared the responsibility. In fact, 
French statesmen for several years had been robbing Peter 
to pay Paul. The results of their actions were threefold: 
(1) to lessen the margin of resources available to the 
treasury and thus weaken the government credit; (2) to 
enhance a strong, almost fanatical, sentiment against infla- 
‘tion, and (3) to postpone other and more useful measures 
in defense of the franc. These results worked against the 
franc in almost every instance. There is little good to be said 
of such one-sided deflation. In fact, many of the troubles of 
France can be traced back to the Francois-Marsal conven- 
tion of 1920 which led to concealed inflation. 


LOANS AS A SUBSTITUTE FOR INFLATION 


The fourth general method of lessening depreciation was 
government loans, more sound in theory than deflation, even 
though they led to great difficulties in the end. The use of 
short-time loans was very important to the government dur- 
ing the war, for they made it possible to supply the treasury 
with funds without relying wholly on those which were 
directly inflationary.2 That is to say, the advances of the 
Bank to the state, which consisted mainly of newly printed 


1 Journal officiel, Sénat, 2nd séance, April 10, 1925, pp. 859, 860. See 
supra, Chapter V, p. 182. 

?Germain Martin, op. cit., p. 433. The 1924 loan, a ten-year loan, obvi- 
ated inflation during that year. 
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notes, were supplemented by cash subscribed by individuals 
who bought government paper partly paid for with savings. 
To the extent that these represented actual savings on the 
part of individuals, they meant the avoidance of inflation. 
But this process of absorbing savings could not go on 
indefinitely. It soon ceased to represent a real reduction of 
consumption by individuals and led almost as directly as 
did the advances of the Bank to the issue of new currency 
which the Bank was forced to print. Loans, when they are 
issued on as large a scale as in France since 1914, result in 
inflation because they lead to deposit credits in many in- 
stances and eventually to the drawing of cash into general 
usage. Government securities become collateral for commer- 
cial loans or lead to deposit credits when they are paid off at 
maturity.? 

It must be remembered that the French internal debt was 
already large at the outbreak of the war. Large additions, 
therefore, were possible only with the aid of inflation, which 
increased the nominal value of cash in the hands of indi- 
viduals and caused them to respond more generously to the 
offer of government securities. Thus, the amounts which the 
government received as the result of its loan operations soon 
ceased to represent saving or sacrifice on the part of citizens 
and became merely a small deduction from the larger addi- 
tions to the note circulation. In so far as this was true, loans 
ceased to be an alternative to inflation and became instead 
a roundabout means of inflation. 

The connection between such loans and the inflation 
which they brought varied according to whether such loans 
were for a long or short time.? That part of the French 
debt, for instance, which was to run for ten years or more 
did not greatly increase the danger of depreciation.’ Since 
the problem of the value of the franc was a short-time prob- 
lem, as economists measure short time, there was a reason- 


*See supra, Chapter III. ? Charles Rist, op. cit., p. 78. See footnote. 
*See appendix for detailed statement of French internal debt. 
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able expectation that the government would be able to pay 
or refund the loans which did not come due till after the 
liquidation of the reconstruction obligations. This expecta- 
tion was stronger in view of the fact that the French had 
always favored government loans and that the material 
wealth of the nation had not been permanently impaired 
by the war. The short-time debt, on the contrary, was 
urgent and menacing. Three- and. five-year bonds brought 
maturities at just the time when budget deficits were ex- 
ceedingly large. Even more serious was the problem created 
by the floating debt, which consisted mainly of the much 
discussed bons de la défense nationale. It is interesting to 
consider a statement of the composition of the public debt 
at this point. 

An analysis of Table XVI indicates that the floating 
debt was by far the most dangerous element in the situa- 
tion. This was true not only because of the fact that it 
matured early, but also because of its size. It is obvious that 
the perpetual and long-term debt was not a cause of worry 
to finance ministers. Even when it was equal to 156 billion 
paper francs in 1926, it was worth only about the same as 
before the war on the basis of gold values or of commodity 
prices. There was, therefore, no reason to suppose that the 
burden was unbearable. The short-term debt of about 39 
billion franes was slightly more troublesome. There had 
been no such debt in 1913. The issues of the portion of the 
internal debt which came to maturity soon after the war 
led to great embarrassment on the part of the treasury. It 
is probable, however, that even the troubles resulting from 
such maturities as occurred in 1925 could have been faced 
with calm if the floating debt had been manageable. 

The floating debt consisted in part of the advances to the 
state by the Bank of France, which have been already dis- 
cussed,” but the greater part consisted of the bons de la 


*Moulton and Lewis, The French Debt Problem (New York, 1925), ‘pp. 
424-429, *See supra, Chapter V. 
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TABLE XVI 
FRENCH PUBLIC DEBT * 
1913-1927 
(In millions of frances) 
Internal Debt External Debt Grand 
Total 
Perpetual 
Date Long Short Po- Commer- 
Dec. 31 Term Term Floating Total litical cial Total 
191 omer 31,162 — 1,432 32,594 — — — 82,594 
1914 eee 31,966 — 7,462 39,428 — 510 510 39,988 
1915 Meiers 46 367 632 11,912 58,911 726 1,245 1,971 60,882 
UG Sactee 57,756 427 20,214 78397 3,355 4,098 7,453 85,850 
191 ac cee 69,904 516 33,476 103,896 14,479 5,559 20,038 123,934 
19183. ee 97,248 581 43,015 140,794 23,074 6,208 29,282 170,076 
1919S ee 101,722 914 79,236 181,872 25,892 7,674 33,566 215,438 
1920 eee 133,176 423 81,5938 215,192 29,192 6,767 35,959 251,151 
1921 ere 138,392 10,309 88,583 237,284 29,564 6,091 35,655 272,939 
1 ODD ae wees 134,042 26,835 89,207 250,084 29,996 5,448 35,444 285,528 
IE} Soo ae 143,775 39,975 86,958 270,708 30,470 5,255 35,725 306,433. 
1O24 ee ee 146,511 46,636 87,490 280,637 31,048 5,431 36,479 317,116 
1925 153,144 41,803 88,864 283,811 31,100 5,285 36,385 320,196 
1926 a ee 156,856 38,796 93,545 289,198 31,764 4,782 36,743 325,941 
1927 Re ery — — °*— 281,000 — — (36,743 317,748 


défense nationale. These reached the high point of nearly 
64 billion frances in June, 1922. There is no doubt of the fact 
that they served a useful purpose when they were first in- 
troduced by Minister of Finance Ribot.” Since they were in 
small denominations and matured after short intervals—one 
month, three months, six months, or a year—they formed a 
convenient investment for funds temporarily idle; but for 
the same reason they formed a very uncertain element in 
the French financial structure.2 Since much of the money 
invested in bons was not needed in industry merely because 
of seasonal fluctuations, or was money put aside tempor- 
arily awaiting more permanent investment, they were sub- 


*Henry Chéron, Rapport, Sénat, No. 84 annexe au proces-verbal de la 
séance du 22 fevrier 1926. This report gives figures for the years 1913-1925. 
The 1926 figures were received through the courtesy of the finance min- 
istry. The figures for 1927 are based on statements found in L’Europe 
nouville (December 24, 1927. 

?See supra, Chapter III. 

* Rist, op. cit., p. 75. “Toute nouvelle émission de bons constitute donc 
une émission potentielle de billets.” 
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ject to sudden fluctuations over which the government had 
little control. They were dominated sometimes by the needs 
of industry, again by the state of public confidence, or by 
money rates and price changes. Various influences had borne 
upon them, and there are a number of theories which ac- 
count for their changes. The two most interesting of such 
theories are the theory of the circuit fermé and the plafond 
unique. 


Tue PLAFoND UNIQUE 


_ The theory of the plafond unique—or the single limit— 
was fairly widely held but was not discussed at great length 
in theoretical writings of the time. This is perhaps because 
it was generally discredited by economists. Nevertheless it 
must be taken into account here because of its bearing on 
the general attitude towards the solution of the debt ques- 
tion, inflation, and various budget projects. It was one of 
the reasons for the opposition to granting Caillaux extreme 
authority in 1926.2 He was said to favor this view and was 
judged by many to be for this and other reasons too adven- 
turous in finance. The essence of the theory was as follows. 
It was considered by some that the bons de la défense, 
because they were issued in small denominations of 100 
francs—or even less at certain times—were used ‘in paying 
debts as if they were cash. The further conclusion was then 
made that if the bons were equivalent to money, it would 
save the treasury considerable embarrassment if they were 
considered as such and freely exchangeable.2 The term 
“single limit” was based on the plan of adding the amount 
of the bons to the legal limit of the note circulation and 
allowing the increase of paper notes up to that single limit. 
It was thought that the new total for Bank of France notes 
would not be reached because some would prefer to hold 


* Bertrand Nogaro, Finances et politique (Paris, 1927), pp. 170-175. See 
also Journal officiel, Chambre, séance November 22, 1925, p. 3901. 
*See supra, Chapter V, p. 194. *Germain Martin, op. cit., p. 376. 
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bons instead of notes. This was a matter of small impor- 
tance, however, in the view of the holders of this theory. 
They did not fear any increase in prices from such addi- 
tions to the note circulation since they thought that the 
bons were already pushing up the price level as much as 
would cash. 

This theory is not one which has to be considered purely 
in the abstract. Observation and investigation throw some 
light on its validity. There are two reasons for rejecting the 
idea that the bons were used as money. The first is that 
when at any time, such as in January, 1924, or December, 
1925, the idea got abroad that the government might not 
be able to repay the bons in cash, the result was a rush to 
the banks in the attempt to secure cash before such an 
event should take place. A state of mind such as this would 
indicate that the public did not consider the bons as good 
as cash in any sense. Then, a second reason for rejecting 
the above hypothesis is that based on the general observa- 
tion of the extent to which bons circulated. This did not 
indicate any extensive use of the bons as money.' It is true 
that certain department stores, such as the Printemps, ad- 
vertised that they would receive the bons, but the fact that 
they took pains to do so is evidence that such a practice was 
not usual. 

In order to get a clearer understanding of the situation 
the writer made an experiment in January, 1926. She 
bought a bon worth a hundred frances running for one 
month. Before its maturity she tried to use it as payment 
in a number of stores. Her request was regarded as unusual, 
and she was refused in every case. Moreover, the post office 
where it was bought refused to buy it or discount it. A 
branch of the Comptoir d’escompte refused to take it at 
any price, even when asked to do so as a favor. It was finally 
accepted by a Bureau de change at a discount of one france 


*George-Edgar Bonnet, Les Expériences monétaires contemporaines 
(Paris, 1926), p. 94. “The bon is neither legally nor practically money.” - 
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and minus the interest of 25 centimes which was received 
when it was bought. It was disposed of only after proof of 
identity had been given, and a form signed with name and 
address. Such red tape for a sum equivalent to about four 
dollars seems to indicate that the bons do not pass readily 
in payment of debts. 

The truth of the matter seems to have been that the bons 
were occasionally used in certain transactions, such as the 
transfer of real estate. Where the sums involved were fairly 
large, this was a natural procedure. It is also true that other 
securities were occasionally so used and even other forms 
of property, such as cattle. There is nothing very significant 
in such exchanges which approximate barter. There is no 
justification for assuming that the bons were like money.* 
The proposal to treat them as if they were equivalent to 
cash never entered seriously into any government proposal 
but did disturb public opinion occasionally. It brought with 
it the fears of unlimited inflation. 


Tur THEORY OF THE CLOSED CIRCUIT 


This theory, the plafond unique, brings us to a con- 
sideration of another related doctrine, the circuit fermé. 
This latter was more widely held, however, and had a 
greater degree of plausibility. Its general purport was a 
denial that the bons were a danger.” It emphasized not so 
much the need for getting rid of the bons through consoli- 
dation or liquidation but the comforting theory that the 
flow of money in and out of the investment in bons was a 
natural phenomenon and one which entailed no danger. It 
was like the plafond unique in that it scouted the extreme 
fears of inflation, but it differed in that it fixed attention on 
more fundamental matters at the base of the financial diffi- 
culties. It minimized the danger in allowing the circulation 
to respond to what were considered natural economic needs. 


2 Moulton and Lewis, op. cit., pp. 1387-138. 
*See supra, Chart XI and Table XII. 
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The theory of the circuit fermé, or the closed circle, is one 
which rests upon the concept of the need of a definite 
amount of note circulation as an objective reality deter- 
mined by independent economic conditions. It is suggestive 
in some ways of the ideas held by the Banking School in 
England; like this earlier theory, it stressed the needs of 
trade as the important factor in determining the volume of 
note circulation, rather than the importance of a definite 
numerical limit. The closed circle theory is, however, one 
especially applicable to the French case and not generalized 
for other countries. Even though its significance is thus 
limited, it throws interesting light on some of the broader 
problems of the relation of money to prices. For instance, 
it assigns to the debt and to the paper currency a subordi- 
nate position. M. Bonnet discussed the theory at some 
length in speaking of the short-term loans; he says: 


By the very nature of these loans to the treasury, their renewal 
should be assured in a manner which is almost automatic. It is 
on this observation that the celebrated “theory of the circuit” 
rests: the sums of money drawn from the treasury are rediffused 
among the public who reinvest them and so on. Thus subscrip- 
tions should normally compensate for the maturities; and a large 
scale demand for repayments is not to be feared. The theory is 
exact if one takes care to specify that certain conditions are 
necessary for its operations.1 


The conditions are so important, however, that if they 
are accepted the theory becomes a truism. 

It is essential that the general level of prices shall not be so 
high as to call out a larger volume of monetary instruments; 
that confidence in the treasury be absolute; and that the fear of a 
rapid depreciation of the monetary unit be avoided.? 


It is obvious that these conditions are so inclusive that 
they allow little room for change of any kind. In fact, the 


* George-Edgar Bonnet, op. cit., p. 106. 
*Ibid., pp. 106, 107. 
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acceptance of the conditions removes the need of any expla- 
nation of the stability of financial affairs which would be 
inevitable. 

The theory of the circuit fermé, as much other abstract 
discussion, is best understood when considered in the light 
of the practical measures advocated in its name. One such 
measure was the plan of the reducing of the rate of interest 
paid on the bons. It was claimed by those who put forward 
this scheme that, since renewals were automatic in the very 
nature of the case, the state could well cut down the burden 
resulting from a high rate of interest. Since it was said that 
the money which the public withdrew from the bons accu- 
mulated in bank deposits, it was considered certain that the 
banks in their turn, looking for a short-time employment 
of these idle funds, invested a large part of them in bons. 
In this way the government quickly received the money 
again even when individuals withdrew it temporarily. Thus 
the yield on these investments was said to be a minor con- 
sideration. M. Loucheur, one of the first to put forward 
these ideas, was joined in his contention by M. Maroni, the 
very able financial writer of the Journal des débats.1 The 
theory was criticized, on the other hand, by M. Décamps, 
head of the Service des études of the Bank of France.” 
He criticized the theory because it assumed that the price 
level was a factor determined independently of the amount 
of currency in circulation. He maintained, on the contrary, 
that the temporary increases in the circulation which came 
from the withdrawals of money from the bons might buoy 
up the level of prices so that the need for a larger circula- 
tion would become a permanent reality. 

There seems to be considerable justice in M. Décamp’s 
criticisms of the circuit fermé. Even if it is granted that the 
notes withdrawn from the bons return in one way or 


*Germain Martin, op. cit., p. 344. M. Loucheur in 1922 advocated the 
reduction of the interest on the bons on this ground. 
? Tbid., p. 347. 
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another to the treasury, it is a matter of great concern to 
the government whether they return to it slowly or quickly, 
and this matter is not covered by the theory in an adequate 
way. It is a familiar fact that at certain times the money 
withdrawn from government securities was turned over 
very rapidly in commerce and as its velocity of circulation 
increased, permitted more rapid changes in the level of 
prices. Even‘if it be argued that the need for a larger circu- 
lation was responsible for this phenomenon, the fact 
remained nevertheless that indirectly the bons increased 
the amount of cash and allowed this need to be filled too 
easily. The frequently maturing treasury bons were not a 
cause, but they certainly were a responsive mechanism in a 
time of increasing costs for foreign exchange and commodi- 
ties. It is not possible to discuss here the relation of the 
note circulation to prices, that is to say, the quantity theory. 
It is sufficient to say that the money taken from bons was 
used to buy goods and that when people generally dis- 
trusted bons they preferred goods. Thus, their demand for 
goods increased and the price level rose, lessening consider- 
ably the possibility of investing large sums in government 
loans at a later date. The interrelation between notes, bons, 
and prices was certainly close, though the causality did 
not run directly nor exclusively from the bons to prices. 

M. Décamps, in opposing the reduction of the interest on 
the bons, pointed out the two weakest points of the theory. 
M. Germain Martin, who summed up this controversy 
which had been carried on in the main in the public press, 
joined Décamps in his conclusion that the renewals were 
not automatic. He said: 


In 1923 the increase in prices had the same result; it increased 
the needs of the public and decreased the subscriptions to the 
bons. But it is impossible to affirm that on the other hand the 
decline in prices must inevitably bring about a return of this 
capital to the treasury. 

*Germain Martin, op. Gilbey, 19, BBY 
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He adds farther on: 


If prices are permitted to rise under the influence of the 

exchanges, or for other causes, the purchasing power of the pub- 
lic, put aside in the form of bons, as the bons fail to be renewed, 
becomes an instrument not only for making permanent such a 
price increase but also for accentuating it in calling out infla- 
tion. 
The very great fluctuation in the bons in 1925,? which 
occurred after the publication of this discussion, seems to 
verify the conclusions drawn. The renewals were not auto- 
matic. The sums varied widely and this variation caused 
great difficulty to the treasury. 

Such fluctuations could not have been lessened by the 
rate of interest paid. In fact, the unimportance of the rate 
became more and more apparent. This was true not so much 
for the reasons originally advanced by M. Maroni and 
others in the circuit fermé but because of the predominating 
influence of confidence in the government. The bons had 
been at the outset an alternative to inflation, since for a 
number of years they were a means of bringing back to the 
government many of the new notes issued. They had formed 
a less volatile element in the financial situation than either 
bank deposits or hoards, but they were never considered per- 
manent investments. They resembled, rather, time deposits 
with banks which might be withdrawn on short notice. Fur- 
thermore, as the amount of the bons increased, the value 
of those which might be withdrawn each month increased 
proportionately. So, as time went on, the inflation, always 
potential in these bons, tended to become a reality. The 
public was able to call out large increases in the note cir- 
culation, if it judged that the various alternative uses were 
more productive than short-time imvestment with the 
government. 

The bons de la défense offered no sure escape from infla- 


*Germain Martin, op. cit., p. 353. *See supra, Chapter V, pp. 185-188. 
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tion despite the contentions of the advocates of the circuit. 
They absorbed idle cash, it is true, but they also yielded up 
such cash very readily when the public wished to use it for 
some other purpose. Official pressure made the bons a 
method of attracting to the treasury the funds of banks, 
insurance companies, and individuals, but their usefulness 
diminished as the emergency of war time passed. In fact, it 
is probable that a certain amount of inflation in 1923 and 
1924 would have done less harm than did this uncertain 
mass of floating debt which was equivalent to coagulated 
circulation, since the money put into the bons did not rep- 
resent savings. Long-time loans would have held a different 
place in economic life. They were fed, in part, at least, by 
savings, and were accompanied by a restriction of present 
consumption on the part of those who wished more wealth 
in the future. Such investments would have reduced the 
number of exchanges and might have made a real difference 
in total inflation and the value of the franc. 


PEGGING THE FRANC 


The four main lines of protection for the franc—the use 
of the discount rate, legislation, deflation, and government 
loans—were of little avail. It is true that each served in a 
limited way to improve the situation for short periods, but 
none was able to check the downward course of the franc 
for any considerable time. There was a fifth means of con- 
trol which was more efficacious, but it depended, as did the 
others, on favorable conditions; it was broader in scope and 
bore more directly on the value of money. This fifth method 
was pegging; it consisted of the use of foreign loans or 
deposits in such a way as to lessen or eliminate fluctuations 
in the value of the franc on the exchanges.! It meant that 
foreign credits were supplied to all comers at fixed rates, 


*F. W. Taussig, International Trade (New York, 1927), pp. 378-380; and 
Edgar S. Furniss, Foreign Exchange (Boston, 1922), pp. 126-129. 
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and tended to lessen speculation and limit the demands for 
foreign money to the small volume growing out of trade 
and investment needs. 

The success of pegging was closely linked with govern- 
ment finance; the favoring conditions varied, in 1917 Amer- 
ican aid, in 1926 new political and financial effort. The 
objects also varied. In the first instance, during the war, the 
French government wished to prevent the fall of the franc. 
In the second important instance, in 1924, the government 
wished to rout speculators and to prevent the collapse of 
the franc, which threatened at that time. In the third in- 
stance, in 1926, the object was to prevent the sudden rise 
in the value of the franc. The two essentials in each case 
were a large supply of funds and confidence in the govern- 
ment’s ability and determination. In these three cases cited, 
the government’s efforts were rewarded by success. In a 
fourth instance, however, in the early summer of 1926, 
efforts to peg the franc were futile. The circumstances and 
significance of these various episodes must be considered 
briefly. 

War-time pegging of the franc was natural and almost 
inevitable. It was for the good of belligerent and of neutral 
nations alike, that there should be as much stability as pos- 
sible in monetary values and thus a ready interchange of 
goods. It is obvious that the franc would have fallen much 
more than twelve per cent! in the face of her heavy ad- 
verse balance of payments if no efforts had been made to 
supply the growing demand for foreign exchange. The un- 
favorable balance of visible trade during the war years 
amounted to more than 62 billion francs. A large part of 
this uncovered balance was met by borrowings abroad.? 
During 1914, about one hundred million dollars in loans 


See supra, Chapter III, pp. 99, 103. 

2 Moulton and Lewis, op. cit., pp. 24-26 and 345-353. Professor Moulton 
estimates that about one billion frances was offset by export of specie. Loans 
made -by France to her allies should be taken into account, for they in- 
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TABLE XVII 


EXCESS OF IMPORTS OVER EXPORTS? 
(in millions of francs) 


Ue Septal etic Bs ARE 1,533 
TOTO Rec hee AN ee ore) 7,098 
OG Merce are ae ene 14,426 
OS eee te ee eR tN 21,541 
RR aT Te ea ae ee, aes ok ee 17,584 

62,182 


was secured.? Further dollar credits amounting to 250 
millions were secured in October, 1915.2 Other loans in- 
creased the figure and made it possible for the French 
government to supply her merchants with exchange from 
1914 to April, 1917.4 

After the entrance of the United States into the war, the 
difficulty of pegging, which had increased with the rapidly 
growing volume of imports, was greatly lessened. In Ger- 
many the mark lost about sixteen per cent of its par value 
in 1916 and declined further in 1917 and 1918.5 Although 
the depreciation of the mark was due to a number of fac- 
tors, one of these was undoubtedly the absence of such loans 
as those which France enjoyed. The importance of these 
credits can hardly be exaggerated; they amounted to ap- 
proximately three billion dollars and would have been larger 
if need had required. They made possible the stability of 
the franc during the war, and the very great increase of 
imports. 

War-time pegging was natural, and so was the cessation 
of this unusual procedure when the hostilities were over. 


creased the amount of the unfavorable balance. They are here given as 
amounting to ten billion francs. 

*See appendix, and also Chapter I, supra. 

7H. L. Bogart, Direct and Indirect Costs of the Great World War (Lon- 
don, 1919), p. 82. This netted only 240 million dollars, though the nominal 
sum was 250 millions. See supra, Chapter III. 

*U.S8. Senate, Foreign Currency and Exchange Investigation, p. 309. 

*See supra, Chapter III, pp. 98, 103. 

°U.S. Senate, Foreign Currency and Exchange Investigation, p. 531. 
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It is true that the transition was unnecessarily abrupt,* 
but pegging could not have continued indefinitely. It was 
too costly and difficult an undertaking to carry on except 
in case of urgent necessity. The sudden drop of the franc 
in March, 1919 is an indication of what might have hap- 
pened during the war if there had been no government 
intervention. The extreme fluctuations of the succeeding 
months indicate that the government was unwilling or 
unable to exert this form of control. 

It was not until 1924 that government intervention on 
the exchange markets occurred again on a large scale. This 
second use of foreign credits to support the frane was quite 
different from that during the war. The occasion was the 
deliberate attack of speculators who sought by repeated 
sales of francs to force the value of the france to zero. De- 
fensive methods called for the use of the speculator’s wea- 
pons; it was clearly a case of fighting fire with fire. Fortu- 
nately, the government was able to secure funds abroad to 
match the flood of sales with purchases, and the speculators 
covered hurriedly; some even suffered bankruptcy in their 
inability to supply the francs they had sold short. Pegging 
in this instance, as during the war, would not have been 
possible if the government had been in a vulnerable posi- 
tion. During the war it was strengthened by United States 
support, and in the later crisis by increased taxation and 
the backing of certain banking houses.? 

Pegging proved to be an effective means of fighting 
depreciation in 1924. It proved to be equally good in pre- 
venting appreciation in 1926 and 1927. Here again artificial 
control of values was possible to a certain extent because 
the more important economic or political considerations 
led to a renewal of confidence. This fact is brought out by 
a study of the fall of the franc in May, June, and July, 
1926, despite attempts to support it on the exchange. The 
difficulty was due to the prevailing political distrust. Al- 

*See supra, Chapter IV, pp. 127, 128. *See supra, Chapter V, pp. 173-176. 
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though the government used considerable sums to buy 
franes, it could not prevent the rapid decline.t Then, the 
sharp reaction in favor of the franc at the end of July was 
due, not to the use of foreign credits, but to the return of 
confidence with the beginning of the Poincaré ministry.” 
It appears that pegging succeeded only when the credits at 
the disposal of the government were approximately equal 
to those used by others to buy or sell, and that the size of 
funds used by individuals to buy foreign exchanges was 
dependent on the state of public confidence. 

Confidence returned with almost unbelievable sudden- 
ness when the union ministry under Poincaré was consti- 
tuted. With the return of confidence the strongest motive 
for selling frances disappeared. The changed situation 
brought with it a new opportunity and a new danger. The 
opportunity was the ease with which the state could ac- 
cumulate large holdings of foreign credits, disposed of by 
those who preferred domestic investment once more. Such 
holdings stood as a wall of defense against later possible 
speculative attacks on the france. They took the place of the 
exhausted Morgan loan fund.? The danger was the possi- 
bility of industrial dislocation and depression in case of a 
sudden increase in the value of the france. The opportunity 
and the dangers were met with one simple and yet extremely 
clever device. This proceeding resulted from the laws of 
August 3 and 7, which permitted the Bank. of France to 
issue paper notes against exchanges in unlimited quan- 
tities.* 

These laws, passed by the Poincaré government,® did 
not call for any great changes in economic life, nor any 
startling readjustment of public or private finance. They 

1Le Pour et le contre (July 18, pp. 593, 594, and July 25, 1926, p. 670). 

2See supra, Chapter V, p. 195. ®See supra, Chapter V, p. 197. 

“J. Lockhart, op. cit., pp. 27-29, see note 1; Le Pour et le contre (August 
15, 1926), Revue de science et législation financiéres (October-December, 


1926), vol. xxiv, no. 4, pp. 673, 674. 
*See infra, Chapter X. 
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depended for their success on simple principles and on the 
force of political unity. Although it is true, for instance, 
that the government was empowered to adjust taxes by 
decree according to the changed value of the franc,! and 
that this was a new and extremely important provision, it 
did not involve a radical change in tax policy. Again, the 
establishment of the caisse de gestion des bons de la défense 
nationale did not alter the situation in a marked way. It 
was a step in advance, in that it established a procedure 
and an organization for handling the floating debt, but it 
was neither revolutionary nor novel in its essential outline. 
In the third place, the law which permitted the increase in 
the note circulation, in order to peg the franc, was merely 
an extension of its existing functions and was based on well- 
known principles of banking. 

It was natural, for instance, to permit the Bank to in- 
crease issues of paper money when it was increasing its gold 
assets franc for franc. It was natural, moreover, that the 
privilege of increasing note issues made the actual increase 
unnecessary. The legal limit of the note circulation in 
August, 1926 was 58,500 million franes, at, which point it 
had been fixed on December 4, 1925.2 The number of notes 
in circulation touched its high point, 57,258, on August 5. 
It did not pass the limit set on December 4, 1925, during 
1926 and 1927, despite the privilege of the law of August 7. 
There is every reason to believe that the number of notes 
in circulation was correctly revealed in the regular state- 
ments of the Bank of France. This seems obvious in view 
of the fact that there would be no strong motive for falsi- 
fication with a considerable margin between the notes issued 
and the notes authorized under this provision. The circula- 
tion was, in fact, little more than 52 billion frances in Decem- 


‘Revue de science et législation financiéres (1926), vol. Xxlv, no. 4, pp. 
675, 676. 

* Journal officiel, Sénat, séance of December 4, 1925, p. 1684. See discus- 
sion on pp. 1657-1684. See supra, Chapter V. 
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ber, 1926 as compared with a minimum of authorized 
circulation of more than 58 billions.2 

Nevertheless, the importance of the new legal provision 
should not be underestimated. It was thanks to the in- 
creased margin that the Bank was able to carry on its 
extensive pegging operations. The purchases of foreign ex- 
change were considerable; they amounted to approximately 
20 billion franes in June, 1927.2 These acctimulations 
caused the Bank no embarrassment. The government had 
arranged in agreements, not made public, but generally 
known, to make good any loss due to the fluctuation in the 
value of exchange. Moreover, the immediate expense of the 
purchases was met by the creation of new notes and 
deposits. 

The result of this pegging was the stability of the franc. 
Since the Bank of France absorbed all offers of foreign 
credits for francs at a fixed price, it was impossible for the 
franc to rise even though the sentiment was decidedly 
bullish. During the latter part of 1926 and 1927, the rates 
fluctuated within very narrow limits. The net change from 
day to day was comparable with that of the pound sterling 
which was then on a gold basis. All that was lacking at this 
time to make stability complete was an official announce- 
ment of a permanent rate of redemption for franes in gold 
or gold exchange. The postponement of such an announce- 
ment was probably due more to political than to economic 
causes. 

The results of this de facto stability will be considered 
later in more detail.? They are seen in the slowing down 
of industry and commerce, as well as in the increased value 


*See infra, appendix. 

? The item divers in the Bank of France statement is the best indication 
of the varying size of these transactions. Smaller amounts of gold and gold 
credits were also included in other items under assets. Divers equaled more 
than 22 billion francs in the statement of June 30, 1927. See divers in appen- 
dix; see also Le Pour et le contre (July 3, 1927), p. 591, 

*See infra, Chapter X, pp. 429-437, 
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of French securities and in other important factors. Some 
of the more technical aspects of pegging the france in 1926 
and 1927 will be considered here. They illustrate the sur- 
prising importance of the nominal transfer of funds in 
building up confidence, and in clarifying the financial situa- 
tion. Some of these operations of the Bank of France and 


CHART XVII 


MISCELLANEOUS ASSETS OF THE BANK OF FRANCE, 
1926 AND 19277 


the treasury seem, in fact, to amount to little more than 
paper transfer of funds. Nevertheless, they made all the 
difference between control of the financial situation and 
extreme uncertainty. 

The secret of the success of pegging the franc at this time 
lay in the unlimited resources at the disposal of the Bank 


*See appendix, p. 491, for figures. 
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of France under the new arrangement. These potential 
resources, in the form of new notes, cost nothing unless they 
were actually needed. Since they were not needed, the new 
procedure was easy and painless. When the tendency of the 
franc was upward, the purchase by the Bank of all the for- 
eign exchange offered and the sale of franes prevented this 
tendency from exerting any strong pressure on the exchange 
rates; there was no logical limit to this procedure. The 
actual limit, however, was set by the amount of credits 
which the French had abroad in excess of their normal 
credits, and by the funds with which foreigners wished to 
speculate or invest in France. The results as indicated in 
the Bank of France statements show that the funds were 
large but not so great as to bring about any serious infla- 
tionary danger. The fears which some felt proved, in the 
main, to be unwarranted, as is evidenced by the relative 
stability of the note circulation of the Bank of France 
throughout the period of pegging.* 

It is interesting to trace the flow of funds from the Bank 
to private individuals, to the treasury, and back to the 
Bank. In this case, and for the period under consideration, 
the circle seems to have been very nearly complete.” Al- 
though neither the government nor the Bank published a 
full statement of its operations, one can follow them with 
a certain degree of accuracy. 

The following table based on the weekly statements of 
the Bank of France shows how it was possible for the Bank 
to accumulate its large holdings of foreign exchange with- 
out increasing the actual number of notes in circulation. 
This table is not complete nor does it give actual figures, 
in fact, it is greatly simplified in order to show as clearly as 
possible the flow of funds. It is based on the statements 
made to the writer at the ministry of finance, and cannot 
be verified in any printed sources. The assets in the hands 


1See infra, appendix. 
*See supra, this chapter, the circuit fermé. 
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of the public are merely the counterpart of the liabilities 


so listed. 
TABLE XVIII 


THE FLOW OF FUNDS 


JUNE, 1926 
BANK OF FRANCE PUBLIC TREASURY 
Assets Liabilities Assets Liabilities 
Advances ......... 36 ae ae 36 
Exchange holdings. . 0 oe 30 ike 
Depositsy-nerere ce Se Ar oo 
NOUS)? Voi nt as eles aia 52 52 5 
Bons 1 year (or less) ae Ae 49 49 
fa longer tre ma. ah ee 40 40 
JANUARY, 1927 
BANK OF FRANCE PUBLIC TREASURY 
Assets Liabilities — Assets Liabilities 
Advances, oee.vses? 2G(—10). = finger eee 26(—10) 
Exchange holdings.. 20(+20)  ........ 10(—20)) >> eats 
Deposits? alco inf mee eee 10(-++10) 20(-++-20) 10(++10) 
Notes. ise gece witout ee mare eee 52(— 0) 02(—' 0)" = tees. 
Bons: year. (or-less)\ i.e. ee ee eee 44(— 5) 44(— 5) 
f. longer? ¥. Gc he ee eee are 45(-++ 5) 45(-++ 5) 
The public surrendered: 
Exchanges. ceive aes 20 billion franes to the Bank 
Notes, no net change .... re “to Treasury back to 
Bank 
Short term bons.......... Ge ee “to the Treasury 
otal pissxasn occ ae tases a ty is 
The public received in return: 
Long term bons........... 5 billion francs 
Deposits with Treasury and 
Bank Genres tetas cere 20a 4g 
Totaloccaee ee eee PAP fe 


The steps taken were as follows: the Bank offered paper 
notes to Frenchmen who wished to sell exchange credits— 
mostly dollars or pounds. This the bank was free to do 
because of its unlimited right to expand the note circula- 
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tion to buy exchanges. The public then, with an unusual 
amount of cash in hand, did one of several things. It either 
deposited cash with the Bank of France, in which case the 
note circulation was immediately reduced, or more prob- 
ably accepted deposit credit instead of cash. If this were 
not done, however, individuals holding cash either deposited 
it with the treasury, which had granted new privileges in 
the way of interest on deposits, or bought long-time (or 
short-time) bons with the cash. One way or another, there- 
fore, the treasury found large amounts accumulating in 
cash. These it used, as is shown in the above table, to reduce 
its debt to the Bank of France. The Bank thus found large 
sums coming in cash from the treasury department, which 
it devoted either to the purchase of exchange or to the 
reduction of the note circulation. 

In effect, then, the exchange was paid for by deposits. 
The treasury department substituted private deposits for 
its debt to the Bank, the Bank held exchange reserves offset 
in part by deposits, and by the decrease in its advances. 
The system worked beautifully, several very important 
results were attained without any considerable cost. In the 
first place, the franc was kept stable. In the second place, 
the Bank accumulated large gold credits with which it could 
combat any possible speculative movement against the 
Bank, and in the third place, the treasury repaid a consid- 
erable part of its borrowings from the Bank, which increased 
confidence in the government position. 

There were, of course, certain dangers, but these never 
materialized. It is obvious, for instance, that if private de- 
positors had suddenly withdrawn their money from the 
Bank or the treasury, the treasury would have had to secure 
further advances from the Bank, and the Bank would have 
been forced to increase the note circulation. There was no 
such general demand, however, because of the prevailing 
optimism and because prices were relatively stable. More- 
over, if there had been such a tendency to withdraw funds, 
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it is probable that the Bank could have sold exchange and 
the treasury could have sold securities either to the indi- 
viduals or to banks in which individuals left their cash. 
To this simple yet effective mechanism, therefore, must be 
attributed both the ease with which France entered on a 
period of stability and the growing assets which fortified 
the position of the franc. This whole process is a form of 
pegging and one peculiarly well adapted to French financial 
life. It was not new in principle, but it was original in this 
particular form and operation. 

The fight against depreciation passed through many dis- 
couraging phases. It was finally won by means of a political 
unity and of simple yet ingenious financial schemes. The 
novelty of the French situation was one of the difficulties 
in the way of constructive finance. The discount rate, tried 
in some instances, was found to be an erratic and uncertain 
instrument because of the unusual psychological and price 
situation. Laws against speculation were tried and found 
wanting because they ran counter to very strong economic 
interests. Deflation, a natural procedure to adopt to 
strengthen the value of money, was too violent a remedy 
and merely led to later inflation. Loans, used when pos- 
sible, to avoid large note issues, led indirectly to further 
increases in the circulation. Pegging was partly successful, 
but it proved ineffectual, until the political truce had been 
won and a strong policy restored public confidence. The 
conclusion to be drawn from this series of efforts and fail- 
ures is that the value of money is a delicate thing, that none 
of the usual forces bearing upon it can be counted to act 
in the expected and normal way if public opinion has been 
reduced to panic by severe depreciation. The remedy must 
strike first at the heart of the disease, must show that deter- 
mination and force are united to one end, and that a codrdi- 
nated policy of*some sort has been begun. The nature of 
the policy is often of less importance than the resolute 
manner in which it is undertaken. 


CHAPTER VII 
Prick CHANGES 


INTERNAL depreciation is a very different thing from 
external depreciation.1 The rise of commodity prices in any 
country has a wider immediate significance than the rise of 
the price of foreign exchange. Everyone regrets the addi- 
tion of a few centimes to the cost of a loaf of bread or a 
pair of shoes, but very few care if the pound sterling gains 
a few francs in value. It is true that the exchange rate comes 
to have a very important influence on economic life both 
directly and as a determinant of public opinion and eco- 
nomic forecasts, but this is true only after commodity price 
changes have been keenly felt during months or years. 

Nevertheless, discussions of depreciation usually focus on 
the exchange rates rather than on prices. This dates from 
the very early debates on currency problems.” There are a 
number of reasons why this has been the case. In the first 
place, the difficulty of measuring and expressing price 
change is very great. The exchange rate, on the other hand, 
expresses clearly and incontrovertibly the value of money 
in terms of another money in a highly specialized market.® 
There is no question of the validity of figures based on the 

*League of Nations, Memorandum on Currency and Central Banks, 
1913-25 (Geneva, 1926), vol. 11, p. 125. 

2J. W. Angell, The Theory of International Prices (Cambridge, Mass., 
1926), p. 58. “Ricardo seems to come close to the purchasing-power-parity 
doctrine.” Ricardo generally discussed the gold premium rather than the 
price rise when considering depreciation. He is not always consistent in this, 
for in his chapter on international trade, and at some points in his essays 
and letters, he uses the notion of a general change in prices. 


’ External depreciation will be discussed in Chapter VIII. 
265 


— 


266 THE FRENCH FRANC, 1914-1928 


exchange quotations,| whereas index numbers which at- 
tempt to express in simple form the changes of a fluctuating 
mass of values are subject to uncertainty and doubt. The 
index number of wholesale prices, for instance, is not the 
obvious measurement of a concrete reality, but it is a 
sophistication which varies as different mathematical 
formule are used and different articles chosen. The index 
number is useful and sufficiently exact to show general 
changes of monetary values from year to year. It cannot, 
as does the exchange rate, show even the general fluctua- 
tions from week to week and day to day. 

Then, in addition to this, the forces which bear on the 
internal value of a money are complex and varied. It is 
impossible to get a mathematical expression which includes 
all value changes. Such an inclusive expression, even if it 
could be found, would mean nothing.? The measure of price 
change therefore depends on the choices alluded to above, 
that is, the mathematical formula and the commodities to 
be included. Under the best of circumstances one cannot 
make allowances for altered costs of production, changes in 
grades and qualities, sudden freaks of demand, and other 
varied influences which lie behind an upward or downward 
movement of prices. They can neither be disregarded nor 
taken completely into account. Moreover, there can be no 
par in the case of prices. One cannot say that there is a 
normal price for a pair of shoes or a loaf of bread. It is 
impossible to take into consideration all the elements of 
cost, all conditions of demand, and extract from them a 
clear and definite result. The most one can say is that shoes 
cost so much at a given date, or that bread should not vary 
by a wide margin from the cost of wheat. Recent statistical 
studies have tended to invest the year 1913 with a special 

*The quotations represent actual transactions. 

?A. A. Young, “Fisher’s ‘The Making of Index Numbers,’” Economie 
Problems New and Old (Boston, 1927), pp. 296, 297. Professor Young 


states that as a matter of pure theory the problem of index numbers 
“cannot be completely solved.” 
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significance and “normality” merely because it was the year 
before the war.! It is obvious as time goes on that a pre- 
war basis of comparison becomes less and less significant. 
There is no reason to hope or expect a return to prewar 
conditions. New inventions, new desires, new balances of 
class interests, and new standards of living have made a pro- 
found and lasting difference. It may be that some prices will 
return to a 1913 level, but if so it will be largely a matter of 
chance; the prewar level is in no sense a standard of what 
should or will recur. 

On the other hand, the value of the franc in terms of gold 
is a definite fact. At any given time the relationship of the 
franc to gold standard currencies is simple and fairly ex- 
act; it is possible to talk of a percentage decrease in terms 
of gold with mathematical precision. It is true that gold in 
its turn may vary in terms of goods, but the simple ratio of 
gold to paper money none the less persists, 

In the second place, we find a reason for the emphasis of 
the exchange rates as a measure of depreciation in the char- 
acteristic traits of popular opinion. It is obvious, for in- , 
stance, that people in general consider the rise of prices as a 
phenomenon quite apart from changes in currency value, 
This fact was strikingly evident during the war when almost 
all the increase in the cost of living was blamed on profiteers. 
Even after years of depreciation and after the general devel- 
opment of an exchange consciousness in France, there was 
talk about a disproportionate increase in costs. When a good 
four course dinner could still be bought for five gold 
francs, people complained because it cost twenty-five paper 
francs. 

There is, of course, constant interaction between external 
and internal depreciation, between prices and exchange 


... The Bureau of Labor Statistics and Irving Fisher changed the base for 
the index numbers of wholesale prices from 1913 to 1926 in January, 1928, 
a change which is an expression of the relative character of the “base year” 
here indicated. 
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rates, but there is less parallelism than has sometimes been 
assumed.! Katzenellenbaum says 


At any given moment the degree of depreciation of money with 
regard to commodities need in no way correspond with the degree 
of depreciation of money with regard to the foreign exchange.? 


Those who hold the purchasing power parities doctrine do 
not admit that a sharp distinction in the treatment of the 
two aspects of depreciation is necessary. Those who, on the 
contrary, think that the rise of prices and the rise of the ex- 
changes are two different results of a common disturbance to 
financial life consider the distinction important.* The fre- 
quent divergence of the two effects and the wide differences 
which can persist for considerable periods make a separate 
treatment not only possible but imperative. 


War-TIME Price INcREASES Not SURPRISING 


Various causes have conspired to raise the cost of living 
and price levels the world over in the past fifteen years. At 
first, probably, scarcity and the fear of scarcity; then, later, 
monetary disorders helped to accentuate the upward move- 
ment. Great changes were experienced—speculation became 
a conscious element in action, and dealers held goods for ex- 
pected rises. 

The situation in 1914 and 1915 was comparatively simple. 
From the very outbreak of the war prices rose, because of 
interruptions to transportation, risks, actual scarcity, and 
other reasons. Inflation was an important factor in the situa- 
tion, but at the very beginning it was hardly more than a 
passive factor. It seems probable, for instance, that if there 
had not been an increase in the number of bank notes either 

1§.S. Katzenellenbaum, Russian Currency and Banking, 1914-1921, p. 16. 
“This parallelism, which attracts many economists, has, however, no real 
existence. *Ibid.; p. 16: 


* Bertrand Nogaro, La Monnaie et les phénoménes monétaires contem- 
poraines (Paris, 1924), p. 178. 
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a change in the velocity of circulation, or an expansion of 
book credits would have served the same purpose. A con- 
tinued price increase from various causes, to an extent 
greater than the increase in currency, has occurred in most 
countries in the last fifteen years. 

During the early period of depreciation, 1914-19, as has 
been already noted, the divergence between internal and ex- 
ternal depreciation was very great. At the close of the war, 
with the sudden release of control, the exchange began to 
register a depreciation almost as great as that indicated by 
the wholesale price index. After many sharp fluctuations, 
prices and foreign exchange rates came into fairly close 
agreement in 1926. The two measures of depreciation both 
registered a loss of value of more than 500 per cent as com- 
pared with 1913.1 This harmony helped to furnish a basis 
for stabilization. From the beginning of 1927 exchanges for 
several months were nearly stable, while the price indices 
recorded some fluctuations. This was a natural aftermath 
of the times of erratic exchange movements. 

Through all the troubled years after 1919 the exchange 
was the most delicate barometer of impending events in the 
economic and financial world as it affected France. Its sig- 
nificance comes in large measure from its indication of the 
future purchasing power of money in goods. The value of 
one money in terms of another has a definite significance 
both for the speculator and the investor, but the value of 
money in goods affects more people and to a greater degree. 

It should not be inferred from the above comment on 
price fluctuations that absolute stability is to be expected or 
desired. It is even too much to expect perfectly compensat- 
ing increases and decreases of prices such as would lead to’ 
stability as expressed by an index number. A degree of 


*If account is taken of the influence of the exchange on prices, the range 
of price increase for 1926 was between 108 and 132 per cent of 1914; that is, 
internal depreciation was greater by so much. (Service des études de la 
Banque de France.) 
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stability, however, such that wholesale prices do not vary 
more than five or ten per cent a year, is of the utmost im- 
portance to the economic world. The net change in prices 
which occurred in England in the hundred years after the 
Napoleonic wars amounted to about forty per cent.? This 
was equivalent to an average of about one-half of one per 
cent a year. It is true that it was not spread evenly over the 
century. There were several sharp rises and declines, notably 
the one which took place after 1848, but if allowance is made 
for several sudden breaks one may say that for the larger 
part of the period this change was fairly even and regular. 
The situation in England was typical of that in other coun- 
tries. In general, one may say that the change did not make 
a very great difference to consumers, with the exception of 
certain periods, for small increases spread over time do not 
in actual fact make as much trouble as theorists often claim. 
The investor, for example, is constantly shifting and adapt- 
ing himself to new conditions; the consumer rearranges his 
budget; the wage earner is apt to receive higher wages with 
promotion and a growing experience and so can absorb some 
of the difference this way. The man who has retired on his 
savings suffers, it is true, but his loss is not so great as to 
make a profound impression on economic life. If financial 
panics can be avoided and if unemployment does not take 
place on any large scale, these gradual trends of prices do 
not make a very great difference. Escape from rising prices 
is possible through the choice between commodities, be- 
tween investments, and the ability of the wage earner to 
fight for some slight increase in wages. And slowly rising 
prices, if output expands sufficiently, may be accompanied 


*Gustav Cassel, Money and Foreign Exchange After 1914 (New York, 
1923), p. 254. Cassel, Keynes, Hawtrey, and all the more important writers 
on monetary theory seek the same goal but different means of attaining it. 

*J. M. Keynes, Monetary Reform (New York, 1924), p. 18. The: low 
point of purchasing power 61 in 1815 contrasts with the high point of 104 
in 1883. Compare Richard T. Ely, Outlines of Economics, fourth edition 
(New York, 1923), p. 320. 
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by stable or even by rising real wages. The figures of price 
differences as one adds and substracts them on paper make 
no allowance for these choices and adjustments. Finally, it 
is notable that the monetary changes of the past have often 
been accompanied by an increase in general prosperity.’ 
Quite other than this is the effect of great price increases, 
such as the war brought. Then the differences were twenty 
and thirty per cent a year; there was no way of adjusting 
one’s manner of living without serious loss. Certain classes 
of the population, of course, reaped benefits where others 
lost, but the net result was seen in grave economic disloca- 
tion and harm. Where differences are great, unusual gains 
going into the pockets of some individuals do not offset the 
losses which fall on the mass of the population. The high 
profits to which rapidly rising prices lead often bring about 
an increase of middlemen and of useless speculation. Then, 
the investor can find no way out except by buying specula- 
tive shares, which leads the ignorant into many disastrous 
ventures. The consumer attempts to anticipate further in- 
creases in prices by stocking up with goods, or submits to it 
by lowering his standard of living to the point of real priva- 
tion. The wage earner, as a matter of fact, has stood the 
recent price changes comparatively well; the effects have 
fallen mainly on the middle classes. Even though in France 
these effects work themselves out slowly and sometimes in- 
conspicuously, they can be traced in the changes in educa- 
tion and professional life, the loss of some aspects of moral 
and financial stability, and in a lessening of the economic in- 
dependence which has been characteristic for a considerable 
period. It is probable that France has not lost more than 
have some other countries where depreciation was met in 
different ways, as for instance, Germany or Italy. Even if 
this be true, however, it should be remembered that the in-: 


1 During the last part of the nineteenth and the beginning of the twen- 
tieth century in France, as well as in England, the United States, and pretty 
generally, a rising price level was accompanied by unusual prosperity. 
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dustrial situation of France in the decade just before the 
outbreak of the war was unusually propitious. In addition 
to positive losses, therefore, one must count the progress 
foregone. 

Price fluctuations that come from changes in industrial 
technique and changes in demand are inevitable, and not 
necessarily harmful; those which come from sudden changes 
in the volume of money and credit are apt to be disrupting 
and harmful. It is interesting to try to show the difference 
between the two sets of phenomena. Of course, it is not 
always possible to prove conclusively that one or the other 
is operative, but the study of the relative movement of dif- 
ferent commodities shows something as to this. For instance, 
when prices are tending in different directions—that is, 
about as many falling as rising, even though the increases 
may be greater in extent than the decreases—it is probable 
that the cause is primarily not inflation. In order to cast 
light on such an inference, a study of the frequency distribu- 
tions of price relatives and a summary of the gains and losses 
will be given later in this chapter.1 A study of the curves 
gives credence to the view that when the preponderance of 
the movements, though slight, is all in one direction, the 
cause has probably been an expansion of money and credit. 
There is need for much further analysis than has been at- 
tempted here in order to understand fully the part played by 
inflation. 

The general nature of recent price increases is familiar; 
they are similar to prewar changes except for the influence 
of the very great variations of the exchange rates. As was 
usually the case, there was a stimulus to production, the in- 
crease of paper profits despite high interest rates, the lag of 
retail prices behind wholesale, and a tendency for the gap 
between the two to close each time wholesale prices reacted 
downward. The cause of price increases has been more com- 
plex than has been generally admitted, however. At certain 

*See infra, this chapter, pp. 314, 315. 
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times it was mainly the government demand for goods, 
at others, internal inflation and rising incomes, then again 
the exchanges gave an upward push through the cost of im- 
ports, and risk and speculation increased costs in various 
ways. 

The theoretical implications of the French experience are 
not always clear. For the war, the facts seem to justify a 
simple application of the quantity theory. For the later 
years one needs a more complex explanation, putting more 
stress on the psychological factors. It is well to recall that 
the struggle over the quantity theory divides opinion into 
two main groups—those who feel it wise to qualify the 
theory to such an extent that it fits any possible situation, 
and those who reject it entirely because they cannot find in 
it either a means of prediction or a guide for control. There 
are others, a group which is becoming more numerous as at- 
tention is increasingly focused on monetary affairs, who ad- 
mit a certain general relationship but deny that the theory 
can really explain either the causal sequence of events in the 
past or the short-time fluctuations of more recent years. 
Modifications and qualifications are dependent upon plac- 
ing a great importance on velocity of circulation. This last 
is an interesting aspect of the monetary problem, but it 
must occupy the place of x in the equation and take up the 
slack not accounted for by changes in the volume of cur- 
rency and credit. Velocity of circulation is the outward 
manifestation of confidence, of estimates of the future value 
of money. It is as flexible as the very opinions of the people, 
once they have been shocked from their normal habits. It 
has not been profoundly altered in the case of France * as 
it was in the case of Germany, Austria, and Russia, but 
the fact that it might have become so at any moment is an 
element of weakness in the quantitative method of approach 
for those seeking a guide for policy or prophecy. 

In the years immediately after the war, the lessons which 

* Exception should be made for a few weeks in July, 1926, 
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the quantity theory offered to statesmen were not at once 
realized. The efforts at deflation,! while based on con- 
sciousness of the menace of the large volume of notes in cir- 
culation, showed a complete misunderstanding of the more 
remote implications of the theory. It was assumed that the 
government could bring about a return to normal economic 
life by a series of mechanical contractions in the circulating 
medium. As the difficulties in such a policy became more ap- 
parent, the conflicting interests of those who wished prices 
to rise and those who wished them to fall expressed them- 
selves in the keen political battle of 1924-26. This battle 
was focused around programs for tax increases as directly 
bearing on the monetary situation.2 Experience during 
these years taught the French that the quantity theory must 
be applied to practical affairs, with a due consideration of 
all the influences. In 1924, for instance, it was not actual in- 
flation that broke the franc; again, in 1925, fear of inflation 
exaggerated the effect of the actual increases made.? More- 
over, it was the exchange value of the frane which led to 
internal depreciation, and the quantity theory cannot ac- 
count directly for this aspect of money value. Behind this 
depressing influence lay the budget situation, and still fur- 
ther back in the line of causation lay the political conflicts 
which made vigorous action difficult. Looking then to stabil- 
ity which succeeded depreciation, we see that it was based 
on an improved political situation and a cessation of party 
warfare. Prices became steady as well as exchange rates, 
as soon as a constructive government policy became possible. 

The relation of prices, exchange rates, and note issues dif- 
fered during the successive phases of depreciation which 
have already been indicated.* Five such phases can be dis- 
tinguished both from the changing nature of the curve 
of prices and a general analysis of economic relationships. It 
is well to repeat these divisions here. 


*See supra, Chapters V and VI. *See supra, Chapter VIII. 
*See supra, Chapter V. *See supra, Chapter IV, 
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I. The war period: 1914-18 
II. Cyclical period: 1919-21 
III. The reparation struggle: 1922-23 
IV. Speculation and realization: 1924-26 
V. Stability: 1926-28 


While there is some room for question as to where the lines 
of demarcation should be drawn, there is no reasonable 
doubt as to the changing character of the relationships and 
the growing dominance of exchange rates over prices. The 
first period is obviously distinguished by war measures. The 
second is marked by the influence of the world price move- 
ment on France. The two subsequent divisions are notable 
because of the growing importance of exchange rates in de- 
termining the course of prices and the increase of specula- 
tion. During the years from 1922 to 1926 the cost of the 
dollar came to be the main indicator of, and reason for, 
price changes. This came about, on the one hand, because 
of the various effects of the flight of capital on internal pro- 
duction and finance, and on the other hand, because of the 
increasing consciousness of depreciation and the deliberate 
attempt to adjust internal prices to gold prices. 

Professor Aftalion, in his book Monnaie, prix et change,” 
bases his analysis on the changing relation of prices and 
note circulation. Although his treatment differs slightly 
from that given here, it agrees on the most important points 
of the interpretation. The war period, he says, was charac- 
terized by the general agreement of the price changes with 
the increasing note circulation.2 In the years 1919 and 
1920 there was a partial agreement between the two fac- 
tors; * in 1920 and 1921° there was an almost complete 
disagreement between prices and the note circulation, due to 
the cyclical movement alluded to above. In the years 1922- 
24, on the other hand, the divergence of the two was at- 


*The use of the word cyclical should not be taken to imply the accept- 
ance of any theory of business cycles. 

2 Albert Aftalion, Monnaie, prix et change (Paris, 1927). 

* [bid., p. 10, Sibids p. 1s. POL Dn 2 
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tributable to the foreign exchange values. The final period, 
which Professor Aftalion distinguishes, 1925 and 1926,? 
was marked by increasing harmony between the note circu- 
lation and prices. This study is based on a careful quantita- 
tive study of the actual facts and has been made the starting 
point of a searching criticism of the quantity theory. It dif- 
fers in emphasis from the analysis made here in that it 
takes as a starting point the changing volume of the note 
circulation, whereas we stress prices in the first instance. 
It should be noted in particular that the agreement claimed 
for 1925 and 1926 really exists only in regard to the net 
changes during those years, and not the week to week or 
month to month fluctuations. 


THe GENERAL Upwarp TREND 


The span of years from 1914 to 1927 was one of unprece- 
dented change. During that period the index number of 
wholesale prices moved from 100 to a high point of 854 in 
July, 1926, and settled to relative stability at about 650. If 
a straight line curve were drawn from 100 in 1914 to 650 
in 1928 many of the points of actual price indices would fall 
on or about such a line. The notable exceptions are that al- 
ready mentioned for 1926 and an earlier high point of 600 
in 1920, and a third sharp fluctuation in 1924. These three 
sharp rises, followed by reactions, broke the otherwise 
steady trend. The various other measures of internal price 
changes, the retail index, and the cost of living figures, are 
in partial agreement with the wholesale index, showing the 
lag which one is accustomed to expect. The figures for the 
fourteen years under consideration are given on page 510. 

The close agreement of the price increases with the 
changes in the note circulation during the war years was 
commented on in Chapter III.? To a certain extent the 


* Albert Aftalion, op. cit., p. 18. ? Tbid., p. 5A. 
* See supra, Chapter III and Charts I and IV. 
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changes in the quantity of money in circulation may be 
properly considered the cause of the price movement. There 
was, on the other hand, a complete lack of agreement be- 
tween the internal and external values of the franc. While 
the franc was losing its command over goods in France, it 
was maintaining a large part of its purchasing power of 
goods in other countries. This is evidenced by the cost of 
the dollar in francs, which was approximately 116 per cent 
of par,’ due, in large measure, to the pegging operations of 
the government.? But the fact that it could be maintained 
in spite of internal depreciation is interesting and instruc- 
tive. Emphasis is frequently placed on the necessary har- 
mony between different aspects of the value of money; it 
is not always realized that there can be serious lack of 
harmony persisting through a number of years. Recent 
events have made it plain, however, that the forces dominat- 
ing the interior and the exterior value of money are fre- 
quently different, even though the two may come into agree- 
ment at the end of a considerable period, as they did in 
' France in 1927, 

There were four main factors which conditioned price 
increases during the war.® The first and most obvious was 
the inelastic demand of the government for certain com- 
modities. The second was the redistribution of income and 
the consequent change in consumption and demand due to 
the government interference in production and to the vari- 
ous sudden changes resulting from the war. The third was 
scarcity, enhanced by invasion, submarine warfare, and 
other such events. The fourth, which operated in the con- 
trary direction, was the attempt at price control.* The first 
three influences were jointly responsible for the increase in 
prices, but it is impossible to assign to each its respective 


? Aftalion, op. cit., p. 11. See also exchange figures in appendix. 

7See supra, Chapter III. 

*Compare these factors with the earlier discussion of war conditions, 
Chapter ITI. *See supra, Chapter III. 
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importance; they were all, at the same time, the result and 
the cause of the inflation of the note circulation. Price con- 
trol, on the other hand, tended to moderate the upward 
movement of commodity prices, though it probably served 
mainly to delay changes which eventually took place. 

The factors behind price increases have been character- 
ized as quasi-monopolistic by Lucien March in his detailed 
study of the war price situation. He distinguishes the ef- 
fects of war conditions from the interference of the govern- 
ment through taxation, price fixing, and other means. For 
instance, one might suggest the closing of certain markets, 
notably in international trade, the limitation of the supply 
of certain commodities, and the artificial power to raise 
prices which war conditions gave to some manufacturers and 
sellers. These would come under our third heading, scarcity. 
His comparison of the conditions during war and those under 
monopoly is valuable in that it indicates the importance of 
the demand side of value, which we have already stressed. 
It is obvious that during these years normal considerations 
based on cost of production ceased to have their accustomed 
weight. 

The concrete expression of this imperative demand, we 
have said, was the expansion of the note circulation. Since 
new bank notes were spent, and since the velocity of circu- 
lation appears to have been normal, the increases in the 
price level approximately corresponded to the growth of the 
means of payment. 


THe CyciicaL Prick MovemMent 


The end of the war brought fundamental changes in the 
factors governing the value of the franc. The second period 


*Lucien March, Honorary director of the Statistique générale, Mouve- 
ment des prix et des salaires pendant la guerre (Carnegie Foundation Study, 
Paris, 1922), pp. 9, 10. He gives a detailed and thoroughly documented his- 
tory of prices during the war years. 
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of depreciation was marked by very sharp and sudden price 
reactions, which corresponded neither with the changes in 
the note circulation nor with changes in the rates paid for 
foreign money. These were “cyclical”? movements, corres- 
ponding to price movements in other countries and taking 
on the characteristic sequences and wavelike form which 
have long been familiar, though in this case it should be 
noted that the span of the “cycle’ was shorter than the 
seven to eleven years which economists have considered 
typical.+ 

The causes behind the price movement were various, al- 
though it is not easy to point to any one predominant cause. 
In regard to the first upward swing of prices, it should be 
noted, in the first place, that the relaxation of war regula- 
tions was the natural preliminary to some adjustment of 
prices to the changed conditions in various lines of produc- 
tion. Thus, other readjustments probably took place, such as 
the spending of money by those who had deprived them- 
selves of necessities for a number of years, but who felt such 
privation could not continue indefinitely and bought what 
they needed, hoping somehow they could find the money 
to pay.” Speculation, in the broad sense of the word, had 
much to do with the price increase.? In so far as the move- 
ment originated in the United States, it was due in part at 
least to the overestimate in that country of Europe’s power 
to buy. The need for reconstruction goods was obvious, the 
ability to pay was assumed. In the face of these influences, 
the cessation of the government’s pressure for goods had 
surprisingly little effect; certainly the influence of this 
factor was ignored, and so its effect was delayed for almost 


*See supra, Chapter IV. 

* Professor Rist (interview, May, 1927) said that many people who had 
been living on reduced incomes during the war spent a part of their capital 
at the close of the war, thinking they could replace it during the expected 
years of prosperity. 

°See supra, Chapter IV. Reference is here made to the boom attitude of 
mind which existed in 1919. 
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a year. Nor was the rapid upward rush of prices halted by 
the relative lack of inflation in 1919. Some of these aspects 
of the economic happenings of 1919 have never been com- 
pletely explained. 

Four factors, which were in the main peculiar to France, 
may well be mentioned again. These were those given as 
explanations by M. Décamps, namely, large purchases of 
land, the use of bons de la défense as money, the eight-hour 
day, and reorganization due to peace conditions and recon- 
struction. These have been discussed in Chapter IV;? it 
is probable that the use of the bons and the eight-hour day 
had less effect than the other two influences. Certainly, there 
is no clear evidence that the bons were a frequent substi- 
tute for money, or that the shorter work day led to higher 
labor costs.? However this may be, explanations of the price 
rise are numerous, and no one cause is to be found. 

The actual course of price indices should be noted at this 
point. Immediately after the armistice the wholesale index 
fell slightly, until it was ten per cent lower in May, 1919 
than it had been in November, 1918.* Immediately there- 
after began the steady rise which has been discussed above, 
and which reached its peak in April, 1920. The upward 
movement in the preceding few months had been very 
rapid. The retail index, which had lagged behind the whole- 
sale index during the war, did not show the same rapid climb. 
On the other hand, it continued its upward movement longer 
than the wholesale index, and did not reach its high point 
until November, 1920, when it stood at 426. The wholesale 
index was only a small fraction above this value when the 
retail index turned downward. It is interesting to note that 
the index number for food products alone paralleled closely 
the retail index during the postwar months. March brings 


*See supra, Chapter IV. 

*It should be noted in this connection that there were many exceptions 
to the eight hour law, which made it inoperative in a majority of cases at 
this time. * See table, p. 507. 
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out this fact but it is of limited significance, since the retail 
index is composed mainly of food products.! The index 
number for wages followed the movement of both, but at a 
slower pace. The cost of living index moved steadily up- 
ward throughout the postwar years, even after wholesale 
prices fell in 1920, indicating a certain artificiality in the 
downward movement of commodity indices. 

The fall of prices from April, 1920 on was as rapid as the 
rise had been. The situation had the earmarks of a panic, 
even though it must be admitted that the disrupting effect 

on production was much less than might have been ex- 
pected from such dramatic changes of values. Both banking 
conditions and the production of basic materials showed 
surprising stability in the face of the crisis.2 Economic 
conditions at this time have been discussed in Chapter IV. 
It is sufficient to add here that prices were not the guide to 
enterprise, to the usual extent, they were rather a con- 
tradictory and interfering force which did not entirely pre- 
vail over other factors, though they had an undoubted in- 
fluence. 

The sudden reaction downward has been partially ex- 
plained in the discussion of general conditions in 1920.3 
The cause was directly or indirectly the determination to 
deflate credit and currency which was evidenced in all 
countries, but it was “timed” by the collapse of the Japa- 
nese silk market and prices of clothing materials in the 
United States. The channels through which prices were 
affected were mainly speculative. Interpretations, fears, 
forecasts, led to sudden selling movements and the bottom 
seemed to drop out of the commodity markets. In other 
words, it is necessary to turn to the psychological line of 
influence to explain the very close synchronization of price 


*L. March, op. cit., pp. 233, 234, and also pp. 300, 301. 

*The Dessirier Index shows a slight increase in production through 
1919-21. Bulletin de la statistique générale (October, 1924), pp. 73, 84. 

* See supra, Chapter IV. 
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movements in different countries which took place at this 
time. 

The downward movement continued into 1921. One re- 
sult was the tendency to bring together the wholesale and 
retail indices, which stood at 385 and 382 on a 1914 base in 
February, 1921. Then they moved together in the first 
months of recovery until the rapid rise in the wholesale in- 
dex again opened up a gap, which was not closed until 1926. 
The lag between the two indices, judging by the turning 
points, seems to have been about seven months, though no 
exact statement in this regard is warranted by the study of 
this short period of fourteen years. 


Tue RELATION or PRicES AND COMMERCE 


It has been said above that the harmony of world price 
movements was due to the force of speculation. Let us 
consider briefly the alternative channel of influence, inter- 
national trade. If we examine the changing volumes of 
commerce,we see that there was indeed a marked reaction of 
trade, but that this reaction was not so much a cause as 
an accompaniment of other changes in economic life. That 
is, the swing of the price level occurred more quickly and 
went farther than did the change in trade, though the move- 
ments of the latter were generally in the direction which 
one is led to expect. In the first place, the rather erratic 
movement of the figures for excess of imports over exports 
indicates that various factors were influential at this time, 
and that no close relationship between the price movement 
and trade can be posited. Then, secondly, the sharp decline 
of the franc would lead one to expect an increasingly favor- 
able balance of trade for France, but no such marked ten- 
dency is obvious. The increase in both exports and imports 
was notable in February, but the excess of imports changed 
only slightly. Thus one does not find the steadily increasing 
volume of exports which the simplest application of foreign 
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trade theories might lead one to expect. Then, in the third 
place, if one is to assume that a price movement originating 
in the United States spread to France, one would expect for 
one reason or another a large volume of cheap imports into 
France, depressing the French price level. But, on the con- 
trary, if one notes the value per ton in foreign commerce it 
is evident that although imports became slightly cheaper in 
francs, they were more costly in dollars. But even so the 
volume did not decline as fast as one might expect. More- 


TABLE XIX 
FRENCH FOREIGN TRADE? 
1920 
(000 omitted) 
IMPORTS EXPORTS EXCESS OF IMPORTS 
Quantity, Value, Quantity, Value, Quantity, Value, 
Metric Metric Metric 


Quintals Francs Quintals Francs Quintals Francs 


1919 Dec ... 93,434 5,589,838 28,577 3,217,600 64,857 2,372,238 
1920 Jan .... 26,622 3,577,085 4,492 1,245,400 221130 2331,685 
Feb .... 34,387 4,454,448 10,250 2,150,784 24,128 2'303,664 
Mar ... 42,084 5,225,921 8,989 2100869 33,095 3,125,061 
Apr ... 39,003 4,865,959 10,364 2,110,093 28,639 2°755,066 
May ... 39,102 4,005,824 7,578 1,842,674 31,524 2,163,150 
Jun .... 43,908 4,417,561 13,553 2,805,512 30,355 1,612/049 
Jul .... 50,276 4,102,825 10,567 2,097,415 39709 2'005,410 


over, although the value of exports per ton, on a gold basis, 
declined, there was no steady decrease. In other words, for- 
eign trade seemed to be to a certain extent independent 
both of the exchange rates and of the price movements in 
the two countries. Certainly there was no powerful influ- 
ence on French prices through commerce at this time. This 
is understandable in view of the fact that the revision of 
prices for international commodities is not necessarily im- 
mediate, and that goods might often sell in some markets 
above or below their general value. Certainly the changes 
which took place were not great enough to bring on the 
*U. S. Senate, Foreign Currency and Exchange Investigation, p. 484. 
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reversal of prices. There is no indication that the gold value 
of imports changed more markedly than the gold value of 
exports, and therefore no hint that commerce with the 
United States depressed French prices. 

Considering the flow of commerce for the year 1920 as a 
whole, the notable fact is that for the first time since 1914 
the combined values of the franc in terms of dollars and of 
commodities in terms of francs gave a bonus to export trade; 
in other words, the franc was worth less than purchasing 
power parities justified, and gold prices in France were fall- 
ing. Nevertheless, the excess of imports in weight for the 
year was higher than in 1919. The difference was certainly 
not great, but was enough to indicate that commerce was 
not responding to foreign exchange rates in the way one 
would have expected, and did not in its turn affect prices 
to any great degree. On the contrary, one sees that after the 
price decline in terms of paper francs had got well under 
way, it began to exercise an influence on commerce and 
brought about an excess of exports in 1921. 

It is well to note in this connection that a satisfactory 
analysis of the relation of international commerce to price 
levels is not possible because the figures available are not 
always complete nor comparable. There are, moreover, cer- 
tain changes in the character of French foreign trade which 
make the matter exceedingly complex. There has been, for 
instance, an increase in the industrial exports of France as 
compared to raw materials, which tends to increase the 
value per ton of the total exports. This change has been 
particularly noticeable since 1920, when a very real increase 
of large scale and highly specialized production began along 
with reconstruction. 

During the year 1921 the French balance of trade was 
more favorable and the franc rose in terms of dollars.’ 
This might have led to a slight increase in prices, but no 
such effect is observable until late in 1922, when the ex- 

1See supra, Chapter IV. 
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change rates began their rapid rise and became without 
doubt the determining factor. It is apparent, therefore, that 
commerce was, fromm every point of view at this time as 
well as during all the other years of severe depreciation, a 
negligible factor in determining price currents. It was not 
even influenced by prices to the extent which one might 
expect; demands were too inelastic, speculation often over- 
looked existing profit margins with an eye to changes in 
the future. Production and foreign trade expanded despite 
the crisis and erratic price movement. This relatively great 
independence of some of the basic factors such as note 
circulation, exchange rates, prices, production, and com- 
merce, is in sharp contrast to the close synchronization of 
price curves for France, the United States, and England 
during 1921 to 1924. 


THe ExcHance Rates Dominate Pricrs 


The third period of depreciation,! 1922 and 1923, is char- 
acterized by the increasing influence of exchange rates over 
all other economic factors. From 1922 to 1924 the dollar 
led prices in their upward course. During these two years, 
however, exchange rates did not cause an immediate and 
almost equivalent change in the price level as they did in the 
following years. The steady upward pull is shown in the in- 
dices for wholesale and retail prices as well as in the cost 
of living. The wholesale index, which was 320 in January, 
1922, was 395 in January, 1923, and 505 in 1924. The retail 
index number did not gain during 1922 but rose from 309 
in January, 1923, to 376 in January, 1924. The cost of living 
index rose five per cent in 1922 and about thirteen per cent 
more in 1923. It was made very sluggish, however, by the 
inclusion of rents which were fixed by law. 


*See supra, Chapter V. 
?In January of the respective years the cost of living index was: in 
1922, 291; in 1923, 324; and in 1924, 365; see appendix. 
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During this period of depreciation, price changes did not 
seem to have a very detrimental effect on economic life. 
Production increased by leaps and bounds, rising above 100 
per cent of 1913 in the course of 1923; it reached 105 per 
cent in March, 1924.1 The following figures show interest- 
ing progress. 


TABLE XX 
INDEX OF PRODUCTION IN JANUARY OF EACH YEAR 

(1913 = 100) 

TODD) 5-34 tsa cidtycceve,cjele trate seen Srehatn enaeneNretame 64 

LODZ isis svocieo.0lexe te e'e > eioretere ctere tes avereuarcteneys 68 

Us BAO Bo OOS Tac ore Ont © 90 

1028 och cls.w tthe ine oe vieialereete bred aetna renee 105 

1925: sien sersteie aaleoiels se sisreniemieeiteteneins 110 


The movements of prices and the power of speculation were 
not apparently disturbing to those who directed this notable 
expansion of manufacturing. Paper prices seem to have had 
little influence on underlying conditions in 1922, though 
they were of growing importance in 1923; nor did gold 
prices, which varied within fairly narrow limits during these 
two years.” The injustices and maladjustments were less 
during this time than in the stormy time to come. It was 
during this period, however, that the exchange rates defi- 
nitely preceded price movements for the first time and be- 
gan to exert a causal influence which was to grow with in- 
creasing uncertainty and speculation. 


CiLoszE Harmony Between EXCHANGE AND PRICES 


The fourth period, as we have divided depreciation,? 
was the time when the influence of the exchange rates over 
wholesale prices was most complete. There was, during this 
time, a close correspondence from month to month, some- 


*See appendix. 


*U.S. Senate, Foreign Currency and Exchange Investigation, pp. 314, 474, 
*See supra, this chapter. 
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times from week to week, so that the curves could be very 
nearly superimposed. There was, it is true, a tendency on 
the part of prices to rise more slowly than the cost of ex- 
changes, but if we judge this by examining gold prices we 
find the difference was very slight. This was due in no small 
measure to the increasing money consciousness which is one 
of the interesting features of severe depreciation. There was 
a growing realization of the need of an adjustment of prices 
to exchange rates, which tended to bring the two into a very 
close relationship. 

The year of panic, 1924, is striking for the almost simul- 
taneous fluctuations of prices and exchange rates. It is ob- 
vious that this must have been the product of conscious 
speculation and price changing. The wholesaler, dealing in a 
somewhat specialized market and having business mainly 
with professionals, was of course much better able to do 
this than was the retailer, who cannot protect himself so 
well. A comparison of the indices for wholesale and retail 
prices is sufficient evidence of this fact. This gap which 
opened up between the two classes of prices led to the ex- 
traordinary advantage of the foreign residents in low ex- 
change countries during the early years of depreciation.1 
The reason for it lies partly, as has been suggested, in the 
nature of the two markets, which make frequent changes 
less difficult in the more specialized dealings of wholesalers. 
Then, the tradition in retailing has been to allow a certain 
margin above the purchase price for the new selling price, 
irrespective of replacement costs. In the case of the small 
shopkeeper, this practice was almost ironclad, and held for 
the up as well as the down swing of prices. Indeed, it was 
the basis for sure and conservative profits in normal times, 
and the peril involved during times of very rapid change 
was not clearly evident; so for several years retailers failed 


? One result of the increasing understanding of depreciation was the crea- 
tion of taxes and special prices for foreigners. The advantage of foreigners 
disappeared in most cases of prolonged depreciation. 
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to protect themselves, and their savings bore the brunt of 
the first shock. A further reason for the sluggishness of re- 
tail prices is to be found in the relations between the 
buyer and the seller. The consumer was the last of the vari- 
ous economic agents to sense the meaning of depreciation ; 
he was, moreover, indignant when any price increase was 
made which he did not anticipate or understand. In a coun- 
try like France, in particular, where the small neighborhood 
shop played a very important part, the force of public opin- 
ion was a real power in keeping prices down. The contacts 
in retail trade were personal, and it was important for the 
shopkeeper not to alienate his patrons, since he could not 
easily move his center of operations. Merchants knew that 
buyers counted their sows and preferred to risk financial 
losses rather than drive them away by inexplainable 
increases in prices, at least during the early years of depre- 
ciation. Then as they began to see the rapid increase of 
replacement costs, they were shocked into action. 

It is therefore evident that retail prices could not follow 
exchange rates as closely as did wholesale prices, though 
the general upward trend in both came definitely from the 
rise in the cost of foreign money. The agreement between 
wholesale prices and exchange rates was increasingly evi- 
dent, so also, the retail price curve tended in the later 
months of depreciation to reflect the short-time fluctua- 
tions of the franc in the exchange markets. There is here 
another case of speculation leaping over the usual steps in 
causation, to make for almost contemporaneous fluctuations 
of related phenomena. Whereas, in the early period of 
depreciation there was a lag of wholesale prices behind 
exchange rates determined by the influence of import and 
export prices on commodity ‘prices in general, and then a 
lag of about seven months between wholesale and retail 
prices, which was conditioned in part by the period of 
replacement of stock by shopkeepers, in the later period 
both types of merchant looked to exchange rates to deter- 
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mine some of their selling prices and anticipated the slower 
influence through the cost of raw material and prices set by 
dealers nearer the source of supplies. The retail price curve 
for 19261 has the same slope as the other curves except 
for the sharp movement in the summer. 


THE Quantity or Monty AND PRICES 


It is strikingly evident that the exchange rates came 
eventually to dominate prices. To a certain extent the 
amount of money in circulation was a cause of the upward 
movement of prices. A study of the figures of the Bank of 
France shows that the increase in the note circulation was 
not parallel with the fluctuations of the value of money.? 
The first fact to observe is that there was a slow but decid- 
edly upward trend in the volume of money in circulation 
from 1922 on. The second notable fact is the month-end 
increase which breaks the smooth progression. The third 
fact which stands out is that there are some very slight 
wavelike movements which occur at the time of the major 
exchange and price movements, but that these are neither 
as sudden nor as extensive. A comparison of the wholesale 
price index and the month-end note circulation for three 
years will indicate this state of affairs. 

If one considers the three years here given, it is clear 
that there is no close correspondence between prices and the 
note circulation during 1924, if one is interested in the 
month to month changes. In the year 1925, on the other. 
hand, there is a measure of agreement between the two 
variables, due perhaps to the political situation which fo- 
cused attention on proposals regarding the increase of the 
note circulation and so influencing prices not directly but 
through the exchange rates.* In 1926, the note circulation 


*See Chart No. VII. 
7 League of Nations, Memorandum, op. cit., vol. i, p. 19. 
*See comment on Aftalion, znfra, this chapter. 

” 4 See supra, Chapter V and Charts V and VII. 
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TABLE XXI 
NOTE CIRCULATION AND INDEX OF WHOLESALE PRICES* 
1924-1926 
1924 1925 1926 
Prices NoteCir- Prices NoteCir- Prices Note Cir- 
1914= culation 1914= culation 1914= culation 
100 (million 100 (million 100 (million 
francs) francs) francs) 
ane 505 38,834 525 40,515 647 50,617 
Feb 555 39,344 526 40,791 649 50,991 
Marae 510 39,949 524 40,892 645 51,491 
ADT acs os 459 39,824 523 43,049 664 52,208 
Maye... 468 39,556 531 42,702 702 52,734 
UN ee ee 475 39 664 554 43,000 754 53,073 
AiGil: As Ss 491 40,324 569 44,220 854 56,021 
ch ae 487 40,034 569 44,701 785 55,146 
SED Meis)< ais 496 40,338 567 46,353 804 55,010 
Octe see. 507 40,528 584 46,678 767 54,578 
Novae 514 40,447 618 48,085 700 53,262 
Meer oie. 518 40,603 646 51,085 641 52,907 


does not follow the upward sweep of prices at the middle 
of the year. Prices in their turn have come into partial 
agreement with the note circulation after the speculative 
fever is over. In fact, the chart shows in dramatic relief 
the way in which the peaks and troughs of the value of 
the dollar and of internal commodities are cut across by 
the rising line of the note circulation, which appears almost 
straight in comparison with the sharp fluctuations of the 
other phenomena. There seems to have been considerable 
bank resistance to the upward pressure on the note circula- 
tion exerted by the rising price level. Once again we must 
conclude that inflation was not a cause but to some extent 
a concomitant of price changes.’ 

In the first six months of 1924, the period of greatest price 
fluctuation, the net change in the note circulation was a 

1Price figures from Bulletin de la statistique générale. Note circulation 
figures from the statement of the last week in each month, of the Bank of 
France, see appendix. 


7A. Aftalion, op. cit., pp. 18, 36. Aftalion states that the quantity of 
money merely adjusted itself to the shifting price level after the war. 
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little more than one billion franes, or about three per cent. 
Moreover, the range of fluctuation was not much greater. 
The Bank of France statements give the figures 39 billion 
francs for the first week in January and 40 billion 
francs for the first week in July. We have observed else- 
where, however, that these statements are not completely 
accurate for this time.1 The margin of error was probably 
about one billion francs. The fluctuations of the wholesale 
price level, during this time, amounted to twenty per cent 
and the change in the value of the dollar was approximately 
sixty per cent.” It is true that if one considers the changes in 
credit they show a greater sensitivity to the changes in prices 
than does the note circulation. This is not because the means 
of payment was a cause of the price fluctuation, but rather 
because there was less resistance to the expansion of credit 
when prices changed than there was in the case of the more 
sluggish note circulation. The figures for bank clearings 
follow closely the fluctuations of the foreign exchange 


rates.® | 


TABLE XXII 
BANK CLEARINGS 
1923-. Oebuaaieeen oc oe paren ete rte 23,674 
NOVai seer cece eie aera 22,980 
Decrnacoeid ele 21,515 
1924): Jan risa oOo. one eee ene 36,847 
FeDs .ss:c5 oc cata aoe eens 37,252 
Maric cae ate oe 46,651 
Apr se PUSS ca oe eee 34,643 
May ost Meo eee nee 33,705 


It must be remembered in considering the curve of money 
that the significant aspect of the economic situation during 
severe depreciation was the month to month and week to 
week change, and not the net change over a year or two. 


*See supra, Chapters V and VI. 

*The maximum change in the wholesale price index was from 555 in 
February, 1924, to 459 in April. The change in the dollar was from 24.76 
francs in March to 15.50 in May. *See appendix and Chart XXXIT, p. 432. 


Sait 
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It was the sudden up and down swing of values in 1924 that 
caused the high degree of sensitivity of various economic 
factors to the exchange rates, that brought about shifts in 
wealth and other changes in fundamental relationships. 

The comparison of data in the year 1924 is particularly 
impressive because the dents in the curve are very clear 
cut and the time relationship is therefore easily demon- 
strated. Moreover, the short-time movements were so 
marked that they obliterate almost entirely the general 
trend with which we are less concerned. Let us review 
the situation briefly at this point.1 There was first the 
sharp upward movement of the cost of foreign exchange, be- 
ginning in November and continuing until March. There 
was a rapid acceleration of price increase following this and 
almost identical in its rate of change. This is attributable 
in part to the previous exchange rise and in part to the 
simultaneous movement of the cost of gold currencies. The 
downward turn of prices was almost contemporaneous with 
the downward turn of exchange rates in March; the nature 
of the data does not permit of an exact statement of the 
lag.2 The note circulation rose perceptibly at the beginning 
of the year and declined slightly after the recovery of the 
franc in March. The agreement of prices and exchange rates 
is the most striking thing that is to be observed. Unfor- 
tunately, weekly data for prices are not available at this 
time to indicate the exact degree of correspondence, but the 
wider range of fluctuation of the cost of foreign exchange 
seems to give it quite clearly the dominant role. Certainly 
public opinion of the moment would concur in this interpre- 
tation. 

The careful study made by Professor Aftalion brings out 
interesting aspects of the situation. He insists on the neces- 
sity of looking for a common cause in a situation where 
the movement in time is in such close agreement. 


*See Chart No. X. 
4The price indices are given for the last of the month. 
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During the second period, from 1922 to 1924 ... the com- 
parison of the two curves gives a clearer, more uniform im- 
pression [than in 1920-21]. . . . The movements are frequently 
simultaneous, There is certainly a slight lag of prices after ex- 
changes. . . . It is evident that the foreign exchanges have dom- 
inated prices more than in the preceding period . . . almost 
exclusive of other factors, to a certain extent. | 


There are, in fact, two ways of looking at the matter. One 
may say either that the exchange movement, influenced 
by speculation, caused the price movement; or one may say 
the common cause was speculation. Then again, behind the 
force of speculation one finds the disturbing influence of 
government finance and the political troubles of the times. 

The detailed analysis by Professor Aftalion is very inter- 
esting in that he attempts to apply the methods of analyz- 
ing business cycle data,? frequently known as the Persons’ 
method, to the French case. He proceeds to calculate the 
seasonal changes and the trends for the years 1920-24 
and then presents the figures for prices, exchange rates, and 
the note circulation in the form of standard deviations from 
the trend. The result of this work is to indicate a closer 
harmony between the three factors considered than is evi- 
dent in the crude data. This treatment is very interesting as 
a method of throwing into relief the month to month 
changes. It eliminates two of the obscuring factors and 
so makes the general conclusions arrived at all the more 
striking. On the other hand, the validity of casting the data 
into the form of standard deviations in order to indicate that 
quantitatively the changes in note circulation are almost 
equivalent to changes in prices is open to question. Division 
by the standard deviation eliminates the very fact most sig- 
nificant in the study of depreciation, that is, short-time 
deviations. The percentage deviation is the fact on which 

*A. Aftalion, op. cit., pp. 40, 41. ? Tbid., pp. 22-64. 


* The seasonal high point for the note circulation is found to be October, 
the low point June. 
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one wishes to focus attention. The year 1924 was character- 
ized by the size of its deviations. The impressive fact is that 
the deviations of the note circulation could be so much less 
than the deviations of prices, i.e. for prices, 18.7 per cent, 
for circulation, 3.5 per cent.! One can say that the intensity 
of variations is five times greater in the case of prices than 
of the note circulation. This fact then presents a reason for 
saying that prices influenced note issues more than the note 
issues did prices, and the fact should be indicated rather 
than eliminated. For the purpose of demonstrating the time 
relationship, Professor Aftalion’s method of treatment. is 
much clearer than is the comparison of the basic material 
without these adjustments. 

The gradual upward trend of both prices and note circu- 
lation is in sharp contrast to the more erratic short-time 
movements. The net increase of prices, for instance, is 13 
added to 411.1, whereas the note circulation is 18 points 
added to 369 (i.e. 36.9 billion francs).2 The increase in 
neither case is very great if viewed in these terms: it is not 
wise to segregate such a short period from the other years. 
It is clearly a matter of chance that the increase in the note 
circulation appears larger in this instance. If the period 
were advanced by six months the opposite situation would 
be apparent; the change in note circulation would be much 
smaller than the change in prices. This can be seen by a 
glance at the curves which are given on a logarithmic scale, 
and so show proportionate changes throughout.? If the 
price changes and note changes are both expressed in terms 
of the increase since 1913, the change in prices is very much 
greater. These comments are made, not as a criticism of the 
methods used by Professor Aftalion, but merely to warn 
the reader against reaching superficial conclusions from con- 
sidering short-time comparisons. In fact, the slope of the 
trend is comparatively unimportant in this case. 


* A. Aftalion, op. cit., p. 26. * See supra, this chapter. 
* Tbid., p. 23, note 6. 
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Tue Time RELATIONSHIP IN 1926 


The second most significant episode in the study of price 
relationships is in 1926, and for this time more data are 
available than in 1924. It is possible to compare the week to 
week changes and so make a more accurate study of the 
significant curves. The results bear out the conclusions al- 
ready made, except for the fact that the influence of specu- 
lation is even greater in bringing the various factors into 
almost instantaneous accord. 

The increasing harmony between different economic fac- 
tors, even in times of rapid change, is strikingly evident dur- 
ing the crisis of 1926. At the end of July the exchange rate 
turned down first by a very few days, followed by a rapid 
decline in wholesale prices. In September the slight rise in 
both exchange rates and prices was practically simultaneous. 
The reaction of both, which began on October 23, was led by 
the fall of the dollar on the exchange. The stability of the 
exchange rates which characterized the end of the year was 
accompanied by a slight rise in the index of wholesale prices. 
It is notable at this time that many prophecies pointed to a 
fall in prices which did not take place, and many stores tried 
to capitalize these forecasts and create the impression 
through advertising bargain sales that prices had actually 
dropped. But in spite of such early impressions, there was 
no significant decline in retail prices, any more than there 
was in wholesale prices. Those who were aware of the lag 
of retail prices probably discounted such hasty prophecies 
from the outset. 

It is difficult to see why the expectation of a price decline 
was so persistent. There seems to have been no basis for it 
except the possible inference that because the stability of 
the exchange rates was a desirable state it must lead to 
many benefits and the public might imagine that a decline 
of prices would serve its interests, if it did not analyze 
closely the relation of price movements to productive 
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activity in general. Those who were aware of the experl- 
ence in Germany and in other countries which had stabi- 
lized knew that stability brought with it higher rather than 
lower prices in almost every case. Certainly high taxes, high 
interest rates, the need for general readjustment, and the 
influence of stability on foreign commerce would lead one 
to expect higher prices, at least for a short period after 
stability became a fact. 


STABILITY, COMMERCE, AND Pricss 


In regard to foreign commerce, public opinion went wrong 
again in anticipating a violent and unfavorable change in 
the flow of trade. It must be remembered that from Decem- 
ber, 1926 on, the france was approximately stable at one-fifth 
of its prewar value. There was from then on a period of 
almost two years of virtual stability, unenforced by any 
legal provision or any official announcement, As the ex- 
change rates became steady and prices adjusted themselves 
to new conditions, the exchange premium which arose from 
the difference between French paper prices and interna- 
tional gold prices disappeared and the advantage which it 
had conferred on French exports competing in a world 
market likewise disappeared. Nevertheless, there was no 
sudden and sharp decline in French commerce. The new 
stability brought advantages, which offset at least in part 
the former gain due to price differentials, and so a real 
decline in the risks and uncertainties which must have 
aggravated costs in foreign trade. It is true that exports 
declined somewhat, but despite this the figures for exports 
in February, 1927, for instance, were still higher than for 
any previous February, and imports declined slightly. The 
figures for a few months are given in Table XXIII, 

The inference to be drawn from the figures is that the 
expansion of French commerce had been to a considerable 
extent in spite of, and not due to, the monetary situation. 
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TABLE XXIII 
FRENCH FOREIGN COMMERCE* 
1926, 1927 
(in millions of francs) 
Imports Exports 
19260 NOVic 4s or rreclere es ape 4,994 5,329 
Dee ve oe trisete oe erstle sores 5,123 5,395 
1927, “Jat. coes eter ae reece 4,079 4,709 
Beb: .ccatrcstestensereteeuiete 4,780 4,597 
Maree a cumeeeerser: 4,414 4,694 
APE yl foby cies tenet nes 4,298 4,255 


It is true that some industries had gained very markedly in 
exporting to countries where they could not normally com- 
pete, but on the whole the development of such unusual 
opportunities was undoubtedly retarded by the knowledge 
that the advantage was temporary. The bulk of French 
commerce followed the lines laid down for it in the past. 
Since a very large part consists of specialties and is not 
met by as keen competition as is the case with raw materials 
and standardized manufactured products, one would hardly 
expect to see very great short-time changes due to sudden 
price differentials. The expansion of commerce after the 
war was due probably to an increase of mass production in 
France, which marked a more or less permanent change, 
and was due only in a very small degree to depreciation. 
The fact to remark in studying the influence of deprecia- 
tion or stability on commerce is that a change in the value 
of money seems to affect commerce in the first instance by 
increasing exports and imports together or by decreasing 
both, instead of at once increasing the difference between 
the two sides of the commercial balance. 

It is true that there was a notable depression in 1927, 
the result in part of the slowing down of commerce. The 
effect on the textile and metal industries was conspicuous,” 
but the adjustments which occurred were less extensive 

+See Chart XXXIV, p. 443. 7See appendix. 
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than had been anticipated. The production index on a 1913 
base was as follows: 


LOLS aN OV teen ey ee 129 
DE Ga ith oct eke Re 123 
TOZI NGST Soak oe ee ily 
Pabwees vs Utes a Geer a 113 
DMarc coe ries tee 108 


In contrast to this it should be noted that bank clearings 
and car loadings showed a slight increase: 


AOZORELIGO cece eet 60,775 cars loaded daily 
TEP al ERG es la a SS a 56,663 “ “ “ 
eb? sos etre oe tote he CLOG 7a ee “ 


The external signs of city and country life indicated that 
the hardship which undoubtedly existed was not as severe 
as had been feared. There were few striking evidences of 
misery, perhaps because workers in France, like those in 
America during the war, had been buying a better quality 
of clothes and household goods, and so were better equipped 
to meet the period of temporary unemployment. It was 
common knowledge, though not evidenced in printed re- 
ports, that many industries had been putting aside enormous 
profits, which allowed them to run at a loss during the first 
months of stability.2 


Prices Coutp Nor Fath 


The expectation of price declines was doomed to disap- 
pointment, as has been said above. This is obvious when 
one realizes that internal depreciation from 1922 to 1927 
was merely a partial reflection of profound monetary 
changes. It was an outward sign of the exchange move- 
ments which were the outcome of budget and banking con- 


* Professor Rist called this fact to the attention of the writer in an inter- 
view in May, 1927. For obvious reasons profits were often concealed from 
the tax collector and the public as far as was possible. 
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ditions, of political discord, and public hysteria. Since it 
merely registered changes in underlying facts, there was no 
reason to expect a sudden reaction such as would have 
occurred if prices had been the causal factor, or if, on the 
other hand, they had been in conflict with other important 
factors. Once the uncertainties of political life and exchange 
depreciation were over, prices came to reveal the more 
normal relationships of production and consumption. These 
relationships did not call for any considerable increase in 
prices after the adjustments of 1926, which brought the 
various values into fairly close harmony. 

There was, on the other hand, no sufficient force to turn 
prices downward. Costs of production were fairly high, and 
it was hardly to be expected that wages could be forced 
downward after their steady upward movement. The bur- 
den of taxation limited to a certain extent any downward 
movement of prices. It is true that the risks due to sudden 
large changes in values were no longer to be feared but, on 
the other hand, with stability there came a realization that 
a considerable amount of physical depreciation had occurred 
which producers and merchants had not taken into account 
during the time of rapid fluctuations. This depreciation had 
to be allowed for in the new scale of prices and was an 
element which tended to prevent any marked decline. 

The increase in nominal incomes which had been a nat- 
ural accompaniment of rising prices had led to freer spend- 
ing habits which helped keep prices up. It is true that with 
stability the demand for goods fell off considerably, but this 
was a temporary phenomenon and did not lead to a collapse 
of prices as it might have done if the cause had been less 
clearly understood. Prices came to adapt themselves to the 
gold value of the means of payment, and, as this did not 
decline but increased slightly through the years 1927 and 
1928, prices were very nearly stable throughout those years. 
Certain lines of goods, such as shoes and textiles, which had 
been bought more freely than was normal, showed signs of 
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severe depression. It was realized that business policy would 
have to be formulated with a view to narrow profit margins 
and efficient management. 

To a certain extent, this relative stability of the price 
level after 1926 was due to conscious attempts to get away 
from the wild speculation which had preceded it. During 
the years 1925 and 1926, there had been tremendous paper 
profits but the losses which offset. them had wrought serious 
harm; even those who had reaped large profits realized that 
such conditions were dangerous and could not last. Public 
opinion came to be united in the desire to avoid all those 
financial disturbances which had come through budget 
controversies, note inflation, ministerial crises, and wild 
commercial ventures. Although it was urged by many that 
stabilization at a lower level than four cents would help 
many industries and would not lead to a severe panic, the 
general tenor of opinion was so strong that the frane was not 
allowed to depreciate further on the exchanges, and so kept 
its value in the internal markets as well. 


Tue Iuut Errects or a Rising Price Leven 


Those who have experienced severe depreciation cannot 
question its ill effects. It strikes at the basis of sound pro- 
duction in that it prevents forecasts, and because it under- 
mines savings which should build up new capital equipment. 
Wild price movements bring confusion to investment mar- 
kets and make speculation an essential part of the very 
simplest market transactions. In the years of uncertainty 
which we have described, notably 1925 and 1926, the French 
had just begun to experience the economic disorders from 
which Germany and the other central European countries 
suffered. They were sufficient to warn her away from the 
precipice. This did not happen until many changes in the 
distribution of wealth had taken place, some of them bring- 
ing real suffering and loss to the nation, most of them due 
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to chance rather than merit, to the sudden shifting of oppor- 
tunities which were seized by the weak as well as the strong. 
These sudden profits and losses are one of the most con- 
spicuous features of depreciation. 

Another aspect of this same matter is the dispersion of 
prices which occurs when the change of values is very sud- 
den. It is a reason for the shifts in the distribution of 
wealth, and the difficulties under which manufacturers were 
laboring. When we look at the dispersion of price relatives 
on a certain base we are seeing a cross-section of economic 
life which offers one of the clearest revelations of maladjust- 
ment. We are emphasizing not so much the lag of one thing 
after another in time as the differentials which exist at a 
giyen moment of time. The slow adjustment of retail prices 
to wholesale prices has been referred to repeatedly. It is 
possible to carry the analysis farther and show that in the 
case of both wholesale and retail prices some advanced rap- 
idly while others remained at low levels. The possible losses 
due to such discrepancies are immediately obvious. When 
it is realized, for instance, that the range of price relatives 
in 1922 was between 100 and 600 per cent of the base, 
1901-10, and that in 1926 the scatter of price relatives was 
between 200 and 1,800 per cent of the same base, it is evi- 
dent that there arose grave difficulties for the sellers of the 
more sluggish commodities. If it were possible to assume 
constant differentials between different price groups, the 
losses involved would not be great, but when, on the other 
hand, at certain times textile products were soaring and at 
other times agricultural commodities, it is obvious that 
dealers were very much at sea as to how to carry on their 
‘business in a safe way. 

The ills of depreciation come largely through the disper- 
sion of the movements of different prices. A study of the 
scattering of price relatives around their means at different 
times opens up a wide range of problems. If we. consider 
those of prices in France during 1923 through 1926, we see 
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that very marked changes in relations between prices took 
place. It is possible to infer, for instance, that sound eco- 
nomic development is best favored by a situation such as 
is revealed by the highly concentrated frequency curves of 
1923 as contrasted with those of the later years.t As the 
uncertainty of values increased there came conflicting move- 
ments in the prices of commodities, so that there was a 
wider dispersion of price relatives, and in practical economic 
life a slowing down of productive activity. It should be re- 
membered that the position of the price relatives does not 
stand for the differences in prices but for the differences in 
the movement of prices with respect to a given base. In the 
study made here, the ten-year period, 1901-10, is the base. 
This was first used for the calculation of French index num- 
bers but has been superseded recently by the use of the 1914 
base, which makes the index numbers comparable to those 
used by other countries.” The use of the earlier base, how- 
ever, does not affect in any significant way the range or 
concentration of the dispersion.* 

Oliver’s study of price indices and the dispersion of the 
different values about their mean shows that the selection 
of commodities in the French index number is well bal- 


*See infra, this chapter for the frequency curves. The production index 
shows rapid development during this year. The low point of 50 in July, 
1921, should be contrasted with 102 for December, 1923. 

*See the figures for 1914 on a 1901-10 base, Bulletin de la statistique 
générale (January, 1924), p. 123. 

* The general principle guiding the use of figures and statistical measures 
in this study has been to keep as close as possible to the figures given in the 
original sources. Although these might be adjusted and refined in certain 
instances, it is not wise to undertake such changes in a study not primarily 
statistical in character. It is better to keep the material simple and easy to 
verify than to reduce slightly the margin of error. The material available in 
the French case is frequently not sufficiently accurate to justify exact meas- 
urement and certainty of precision. There is, however, no reason to think 
that the errors are large enough to invalidate the general conclusions drawn. 
Nonquantitative judgments based on opinions of experienced observers have 
served to verify conclusions based in the first instance on the figures them- 
selves. 
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anced, and that the average is such as to represent them 
fairly accurately.! The distribution of all items for the years 
considered approaches closely the normal frequency curve. 
It is unfortunate for the study of depreciation that his 
work does not cover the years 1925 and 1926, for they 
are peculiarly interesting. It is important to note that even 
though he does not include the months of most serious dis- 
turbance he states that the dispersion of prices is twice as 
great as in the prewar period.2 The amount of dispersion 
of price relatives varies directly with the extent of the 
movement. Moreover, economic frictions and injustices in- 
crease with both, and the feverish speculation which tends 
to develop breaks down the familiar barriers which limit 
economic change. 

It is evident that the friction which results from chang- 
ing price differentials is both technical and mental. There 
is a disturbance immediately felt in production and a feel- 
ing of unfairness and injustice which affects later economic 
relationships. Take, for instance, the increase of wheat from 
433 to 531 in 1924, and compare it with the change in flour 
from 422 to 498 for the same period. It is hardly conceiv- 
able that the grower of wheat did not make profits which 
excited the envy of the miller of flour, less able, for some 
reason, to take advantage of changing conditions. Or again, 
compare the increase in the price of tin from 667 to 1,028 
in the course of 1925, with the relative stability of mutton 
at 583 in the first quarter as against 599 in the fourth. It is 
possible that the tin merchant gained by rapidly advancing 
prices, with the exchange rates as an excuse, or it is pos- 


* Maurice Olivier, Les Nombres indices de la variation des prix (thése 
pour de doctorat, Paris, 1926). He presents the arguments for the geometric 
average but his data do not cast serious doubt on the validity of the French 
index number which is based on the arithmetic average. See the later study 
by M. L. Dugé de Bernonville, “Essaie d’un indice pondéré des prix de 
gros en France,” Bulletin de la statistique générale (January-March, 1928), 
pp. 201-224. See especially page 218. 

? Olivier, op. cit., p. 86. *See appendix, 
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sible that he lost by putting his prices too high for the 
consumer of his wares. In either case it is certain that the 
man who sold mutton would look on the tinner’s policy 
with suspicion and distrust, and so would the general pub- 
lic. During these troubled times some were fattening them- 
selves on abnormal gains, while their neighbors looked on 
with envy. It is possible that the producer of low-priced 
goods frequently withheld his products from the market, 
even though on a gold basis his profits would have been 
almost as great as the paper profits of the dealer in some 
other commodity. This was often true of agricultural com- 
modities as contrasted with manufactured goods. Some of 
the repercussions of these maladjustments are seen in the 
discontent of retailers and the hostility towards buyers 
noticeable during the worst periods of depreciation in 
France. Certainly such factors tended to make the political 
situation more chaotic and to interfere with reconstruction 
and the sound development of the nation’s resources. 

To return to the more objective aspects of the matter, 
one finds that Olivier’s measures of dispersion and dissym- 
metry show them to be greatest in 1920 and 1924, being 
relatively slight in the years 1921 and 1922. It is probable, 
if these measures were applied to the later years of depre- 
ciation, that it would be found that the divergence increased 
three or four fold as compared with the prewar. To apply 
these mathematical refinements to the material on prices is 
not necessary when the direction of the change and its gen- 
eral implication is so clear. The increase in the dispersion 
can be judged by a comparison of the frequency curves 
themselves, which show that as the range widened from 
1,000 to 1,900 per cent of the base there was a marked 
change in the shape of the curves. 

In the frequency distributions for the four quarters of 
1923, the concentration in the value from 300 to 600 per 
cent is very marked. There is a distinct mode which is close 
to the general average for the group. In the case of the later 
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three quarters it practically coincides with the average. 
Granted that the sample is fairly small, 45 commodities, 
it would be hard to find a better instance of the normal 
curve. 

In 1924, on the other hand, there is a decided tendency 
to skewness, almost to bimodality.2 This is due, without 
any doubt, to the direct influence of the exchange crisis on 
certain prices, whereas others were not immediately affected. 
For instance, the average for the group of textile raw mate- 
rials changed from 721 to 875 during the year,? whereas 
cotton was 1,187 per cent of the base in the first quarter. 
Food products of domestic production were for the most 
part still in the four and five hundreds, whereas imported 
metals had risen sharply. 

In 1925 the spread of price relatives became even greater. 
The symmetry was less marked than in 1923, but the con- 
centration of values about the mean was still notable. The 
further scattering of the prices which are most affected by 
exchange rates in the upper end of the scale is balanced by 
a better adjustment of the domestic prices to each other in 
the lower range. It is clear, however, that unusual influences 
are at work, as compared with 1923. The grouping of values 
above 800 per cent is not such as one would expect to result 
from the play of random forces. 

The disorganizing effect of monetary instability is dra- 
matically represented by the skewed curves of 1926. Here 


*See figures in appendix. The relatives on the 1901-10 base for the 45 
commodities included in the general index number are given in the regular 
issues of the Bulleten de la statistique générale. This is the best readily 
available material for the study of the detail of price movements. (The 
other wholesale price index of the Statistique générale is based on 47 
commodities.) 

*The distribution of the relatives would normally be skewed but not 
bimodal. The distribution of the logarithms of the relative would be normal 
if there were a large sample and no great price movement. In these cases 
the skewness is so great that the distribution of the logarithms would also 
be skewed. See A. A. Young, Economic Problems New and Old (Boston, 
1927), p. 298, footnote. 

* The general averages for the period ranged from 509 to 623. 
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the mode and the mean are no longer in close accord. The 
spread of relatives through the wide range of values from 
100 to 1,900 per cent is far from normal. The first quarter 
of the year comes closest to the normal curve ; the second 
shows the disrupting forces at work in the price system, 
forces growing out of the uncertainty of all economic life 
and cumulating in the crisis of July, 1926. A comparison 
of this curve with those for 1923, which represent the fairly 
normal grouping of the constituents of a price index, shows 
that the economic system was seriously strained. The efforts 
to adjust prices to exchange rates led to great inequalities 
which could not persist. The commodities which stood at 
the upper end of the scale in the second quarter of 1926 
were almost without exception directly affected by the 
exchange rates.1 

The third quarter of 1926, which followed the rapid im- 
provement of the financial situation, shows a tendency 
towards adjustment by way of the general progression of 
the undervalued products towards the upper end of the 
scale. This led to a much greater concentration as stability 
increased in the last three months of the year. The narrow 
range, the approximation of the mean and the mode, are 
indicative of a more normal exchange and price situation. 
There was a tendency for prices to become ad justed to costs 
of production and for the gaps between various classes of 
products to close.? The last curve of the series given is not 
normal as were those of 1923 before the extreme monetary 
disturbance, but it is symmetrical when compared to the 
second quarter of the same year. The increased concentra- 
tion and the narrowing of the effective range to about 1,000 


* A list of price relatives which were more than 1,000 per cent of the base 
is significant because it shows the influence of the international price level 
through the exchanges: rice, tin, cotton, hemp, lead, jute, wool, silk, colza 
oil, linseed oil, benzol. Raw sugar, zinc, were in the 900’s. The lowest rela- 
tives are in the group of meats and dairy. products. 

* The gap between retail and wholesale prices, which had been 127 points 
in January, was reduced to 50 points in December. See chart. 
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per cent, as compared with 1,400 per cent in the previous 
quarter, show a normality which augured well for a return 
to reasonable price relationships. 

It is possible that the index number containing the selec- 
tion of commodities made in 1901-10 would fail to give a 
normal dispersion for years as far removed as 1926 and 
1927. Certain allowances should be made for this fact. It is 
even possible that some revision of the composition of the 
index number may prove advisable after a return to more 
stable conditions has taken place. The relative for rubber, 
342, as compared with a general average of 695, is obviously 
affected by special conditions which made its price in the 
base year out of line with other prices. If such artificial ele- 
ments are few, as they seem to be, they are eliminated to a 
sufficient degree by the averaging of all the items. It should 
be remembered, however, that profound changes have 
occurred and that the use of an average based on prewar 
conditions should be subject to a measure of critical analy- 
sis. Changes in the technique of production, in qualities. 
used, in the demand for goods should influence the index 
number to a certain extent but it should not be assumed 
that the year 1914 was normal in these respects, whereas 
the year 1927 was abnormal.’ Such assumptions overstep 
the bounds set for scientific treatment. It is difficult for the 
person who is seeking knowledge, without prejudice and 
without favor, to be sure of a norm. If the sampling of data 
is sufficiently large, the normal frequency curve is the 
surest test. It is possible that the abnormality of distribu- 
tion is due to an unrepresentative sample or that it is due 
to some temporary abnormality inherent in the economic 
situation, such as the monetary troubles of the second 
quarter of 1926. It is too soon to judge the French index 
number from the point of view of postwar adjustments. The 
conclusions which may be made tentatively are that the 
sampling is sufficiently representative and that dissymmetry 


*See supra, Chapter I, many indices have been changed to a 1926 base. 
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brings out the interference of monetary factors, notably 
through the exchange rates, in economic life. 


Monetary DisturBance Movep Prices ToceTHER 


It is interesting to add to this analysis of the situation 
a comparison of the upward and downward movement of 
price relatives in the different periods. During those quar- 
terly periods when exchange influences were less important, 
the up and down movements tended to offset each other, as 
would naturally result from the changing play of supply 
and demand. The index number moved up, however, 
because the commodities which were increasing in price 
tended to move farther than those which were declining. 
This is what a priori reasoning would lead one to expect— 
the upward pressure of prices is almost always more effec- 
tive than the downward pressure.! In contrast to this situ- 
ation, during those times when the economic life was domi- 
nated by the powerful and artificial influence of confidence 
and the flight of capital and an increased velocity of circu- 
lation due to these causes, the large majority of the prices 
moved in the same direction. In evidence of this the quick 
reaction in 1924, which has already been indicated in 
another connection, should be noted here. (See Table XXIV 
on following page.) 

It is possible, then, to use the direction of movement 
of price relatives as a rough indication of the nature of the 
causes behind such changes. If one disregards both the 
direction and the extent of movements but considers merely 
the degree to which prices move in the same direction or in 
different directions one has a measure of agreement which 
varies in units from 0 to 45 because of the number of rela- 
tives. This measure may then be plotted to test. whether 
the times of most general agreement of movement are the 


*A. A. Young, op. cit., p. 291, see footnote. This is not simply because 
there is “more room” upward. 
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TABLE XXIV 


PRICE RELATIVES CLASSIFIED BY DIRECTION 
OF MOVEMENT 


By Quarters 
Fourth Quarter, 1922, to Fourth Quarter, 1926* 


DIRECTION OF CHANGE Net Movement 
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times when monetary forces seem to have been paramount. 
The result is as complete a corroboration of the assump- 
tions as one could hope with the data at hand. The main 
limitation of this comparison is that the individual price 
relatives are available for quarterly periods only, and that 
during a span of three months many differences are ironed 
out and disappear. Nevertheless the rough test here made 
shows that the high points of our measure, the last quar- 
ters of 1922 and 1924, and the second quarter of 1926, were 
admittedly times of great financial, particularly foreign 
exchange, disturbance. In contrast to this the second two 
quarters of 1923 and the end of 1924, which are low points 


*See appendix, price relatives from the Bulletin de la statistique générale. 
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for the measure of agreement, were in fact times of rela- 
tive financial calm. The net movement of the wholesale 
index does not indicate the existence of different causality 
because the various factors behind price increases unite in 
one swiftly moving, upward tendency during these years. 
In times of greatest monetary and financial upset, however, 
the average movements of price relatives are smaller, but 
the agreement of movements is actually greater. Moreover, 
it is possible that the test here applied to the French case 
might be used in analyzing price movements during more 


Unit:number of price relatives 
40 aT 


19¢3 1924 1923 1926 


CHART XXIII 
MEASURE OF AGREEMENT, 1923 TO 1926 


normal times, in order to cast some light on the nature of 
the causes at work. 

In 1923, the cause of price increases is to be sought in 
real factors of economic life, that is, notably in production 
and consumption conditions rather than in changes of in- 
come, and gold values. But at the end of 1922, early 1924, 
and again in 1926, extraneous and abnormal factors, such 
as changes in the gold value of incomes evidenced in for- 
eign exchange rates, were the forces behind a very concen- 
trated price movement. 

In the study of price movements we are dealing with a 
complex mass of varying elements. There can, therefore, be 
no such focus of influences as in the case of the foreign 
exchange markets. Commodity price movements are nor- 
mally due to diverse factors and the movements are, there- 
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fore, various, as has been indicated above. At certain times, 
however, the more simple concentrated forces which drove 
exchange rates to extremes acted through speculation and 
through import prices on the level of wholesale prices to 
dominate all other price tendencies. In such circumstances, 
the causes behind price increases are simple and easily un- 
derstood; in other circumstances, they are complex and 
deserving of more detailed analysis than is possible here. 
These later. periods have been pointed out as those when 
the index of agreement was low and when the movements 
of price relatives were conflicting. The difficulties which 
result from such movements are felt by those who suffer 
from price lags and abnormal price dispersions. They are 
evidenced by abnormal profits and the loss of real wealth 
by certain classes of the population. 

In the study of the complex material the truth is often 
more clearly brought out by the charts themselves than 
it can be through the more cumbersome medium of words. 
It is obvious from the charts that the maladjustments 
became less as time went on, and the gaps and lags were 
closed by the anticipation of future movements through 
speculation. Once this adjustment of rates of change be- 
tween the wholesale, retail, and cost of living values had 
taken place, conditions in France became stable. From that 
time onward depreciation became once more the concern of 
bankers and financiers and not, as during the more troubled 
times, the concern of the general public. It then mattered 
little whether the franc was worth two cents, or six cents, 
so long as the new adjustment of different price groups to 
each other was maintained. 


CHANGES GROWING OUT OF PrRiIcE INCREASES 


Among the more obvious results of the varied and ex- 
treme price changes, we have pointed out the shifts in 
financial power between different elements of French eco- 
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nomic life. These have been so great that it is probable that 
different men and different intellectual influences are now 
guiding the productive power of the country as compared 
to the years before the war. It is notable, for instance, that 
the conservative, saving, middle-class producer and mer- 
chant is no longer the dominant force in economic life. He 
has been, to a considerable extent, superseded by the man 
who believes in risk and new ventures, who struggles for 
the control of markets and works toward the organiza- 
tion of trust and price rings. Such changes should not be 
exaggerated, but none the less they exist. In appraising 
them, one must set the new spirit of organization and inno- 
vation against the loss of stability and small economies. If 
the worker has become spendthrift, economic life is less 
stagnant. The bond owner has lowered his standard of liv- 
ing, but a more aggressive type of industrial leader has 
increased his power and has given to the French public 
more standardized goods at a lower cost. Such changes as 
these are impossible to measure, but they are nevertheless 
extremely significant and must be taken into account.! 
Even though the attention of financiers has been focused 
to a large extent on exchange rates rather than on price 
levels, in recent years, it must be realized that the changes 
in economic, social, and political life come about through 
the interaction of exchange rates on the interna] price level. 
A part of the importance of the exchange rate is due to sen- 
sitivity of the quotations to all the important underlying 
factors of economic life. It has been the barometer, the 
warning signal, the test of government policies and the 


* The traveler in France notices with interest the general introduction of 
running hot and cold water into hotel rooms, even in small towns. The 
spread of electricity to the small communities, the gradual increase in elec- 
trification of the railroads, the numbers of automobiles, the extensive im- 
provement of buildings and fresh paint are noticeable everywhere. Some of 
this outlay of money is motivated by the desire to put into equipment 
money which might otherwise be taken by taxes. Some of it is due to a new 
spirit of enterprise and more adventurous business endeavor, 
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expression of approval or condemnation on the part of the 
French people. It is well to observe at once that the sums 
of money lost and won in exchange speculation would have 
been quantitatively of little importance if there had been 
no effect on internal prices. The important influence, then, 
has been that of price changes on production and distribu- 
tion bringing about new conditions in French life. 

The comparison of the fluctuations of exchange rates, 
prices, and the means of payment has made it quite clear 
that the quantity theory has not served as a sufficient ex- 
planation of recent events in France. It may be well to say 
again at this point that although the quantity theory was 
applied in the first instance to long-run phenomena there 
has been a tendency in recent years to apply it in the short- 
run. This would extend too far the influence of currency on 
prices. It is better to admit the general tendency of the 
various factors to adjust themselves to each other than it is 
to look on the volume of currency as the causal factor and . 
try then to work out some formula which will cover the 
apparent discrepancies of the data. Truth lies in the quan- 
tity theory only if it is realized that there are several differ- 
ent ways in which prices, exchange rates, and currency and 
credit are adapted to each other. The control of the flux of 
economic life can lie only in lessening the arbitrary influ- 
ence of extra-economic agencies, chief among which is the 
influence of the government working through printed notes 
and excessive borrowings. 


SUMMARY 


The changing relation of prices to exchanges has been 
traced in the preceding pages. During the first postwar 
period (for the war period has little significance in this con- 
nection), prices fell, not because the exchange rates dictated 
such a fall, but because confidence collapsed, prices in other 
countries fell, demand lessened, and a price fall once begun 
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for these reasons was accentuated somewhat. by an improve- 
ment of the france on the exchanges. It was prices which led 
and the foreign exchanges which followed, but subsequent 
to this period, the reverse was true. Prices were drawn 
steadily away from the low point of 1922 by the climbing 
value of foreign currencies. 

As prices rose and instability and distrust increased, the 
time lags between the various factors decreased. Conscious 
calculations anticipated events in place of the slower reper- 
cussions of world prices on internal prices and the rising 
cost on retail prices. At this time social injustice increased, 
frictions and discontent multiplied. The evils became so 
great that ingenuity finally had to come to the rescue, 
prices became dependent on exchange rates, retail deal- 
ers began to mark up their wares with the least signs of 
further depreciation. The use of gold values became more 
widespread, even though limited by law. In fact, it is prob- 
able that if matters had become worse in 1926, sliding scales 
would have been introduced for wages and prices as they 
were in central Europe. Luckily for France, she escaped 
the worst stages of collapse. 

The turn of events in 1926 led to exchange stability, and, 
within six months, to comparative price stability. Price sta- 
bility was protected from further price fall by the falling 
off of demand due to the decrease in paper incomes and to 
unemployment, and also to high taxes and costs. So from 
this time on through 1927 and 1928 wholesale prices fluc- 
tuated within certain narrow limits instead of falling 
sharply, as had been expected by many. Meanwhile the 
reordering of the relationships between different price cate- 
gories increased as the continuance of the status quo be- 
came more likely. 

An appraisal of the maladjustments and their evil effects 
has here been based partly on lags, partly on dispersion, 
and partly on the general external effects which may be 
seen by any observer who is familiar with French life. 
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These three forms of manifestations are merely different 
aspects of the same thing. The discussion of dispersion adds 
something which cannot be derived from a study of lags 
alone. It is somewhat more dramatic in its revelations, for 
it takes a cross-section in time and shows the gaps and dis- 
crepancies caught at particular moments. It posits nothing 
as to an ultimate readjustment; it simply photographs the 
inequalities and leaves the student to reconstruct the social 
and economic effects. Hints have been thrown out that the 
index number means different things at different times, and 
that it should be supplemented by a measure of dispersion. 
During times of quiescence, for instance, the average elimi- 
nates the effect of compensating changes; during times of 
fluctuation, it is a partial measure of the extent of the influ- 
ence of artificial financial factors, money, or exchange. The 
shape of the curves and the diversity of the movement sus- 
tains the adequacy of the French index; they bring out the 
same difference in the movement of prices which is seen in 
other studies of the detail of economic life. As regards the 
French index number, it is possible that later readjustment 
of the base year or a reselection of commodities may have 
to be made, but it is not clearly indicated by the distribu- 
tion of items up to 1927. 

Economists of the English classical school and their fol- 
lowers in America have sometimes been accused of empha- 
sizing too much the price-money relationship. The criticism 
may be justified if it refers to narrow interpretations and 
the assumptions of exact and measurable mechanisms. It is 
not justified if it refers to the larger interpretations of the 
relations of prices to production, distribution, and the finan- 
cial structures of nations. Prices are the means of rationing 
goods which exist and of determining the direction of fur- 
ther production and the nature of capital equipment as 
well. Changes in prices, moreover, lead to realignments of 
social forces, the strengthening of certain classes, and the 
power of the producer as against consumer and investor. 
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Once instability has attacked the economic fabric of a coun- 
try, familiar relationships cease, speculation is unavoidable, 
and consumption becomes unbalanced and misleading. Such 
a situation cannot long exist. It is essential to build up 
consciously some price framework based on gold, exchanges, 
or goods, so that the differentials may be steady as ex- 
pressed in some element of intrinsic value. This process of 
achieving stability has come in some countries through slid- 
ing scales, in others through the introduction of the gold 
standard, or through the introduction of new currency units. 
In one way or another it must come. The new stability, 
however achieved, is the outgrowth of the development of 
a money consciousness. It results because internal deprecia- 
tion cannot continue indefinitely on a large scale; the public 
realizes that prices must be kept within certain narrow 
zones of fluctuation. 


CHAPTER VIII 
THE Risinc EXCHANGE 


Every age has its adventures in finance. With the gradual 
evolution of economic institutions there come new oppor- 
tunities for combination, investment, and creative effort 
which are seized by the more imaginative with gain to 
themselves and progress for society. With the more rapid 
changes—wars, revolutions and discoveries—there come 
more sensational rearrangements of economic life. The few 
who are first aware of the new ordering of forces take the 
leadership in industrial and financial affairs, gaining large 
profits and a new ability to control. The gains of the more 
acute incite the rest to new endeavors and unfamiliar specu- 
lation. Keynes says: 


No man of spirit will consent to remain poor if he believes his 
betters to have gained their goods by lucky gambling.? 


The financial adventures of the postwar period have gen- 
erally originated in the exchange markets. Whereas, in 
earlier times power and fortunes were built on the enter- 
prise of the merchant prince in distant lands, on the devel- 
opment of a new industrial technique, railroad expansion, 
or combinations, postwar fortunes were built on monetary 
depreciation. 

The financial prizes of the years after 1919 fell to those 
who saw the significance of monetary instability and were 
quick to act on it. In all countries where depreciation was 
marked great opportunities were open to those who under- 
stood what was going on.? These opportunities resulted, in 


*J. M. Keynes, Monetary Reform (New York, 1924), p. 29. 
*Richard Lewinsohn, Histoire de Vinflation, traduit de l’Allemand par 
H. Simondet (Paris, 1926). See especially pp. 361-378. 
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part, from the obvious gains to be made by selling one cur- 
rency for another when differentials in value were observed; 
that is, a purchase of pounds in the beginning of 1925 by a 
person holding franes led to a later gain when the appreci- 
ated pounds were sold for francs. There were chances for 
both time and place arbitrage.t Then there were the less 
conspicuous opportunities which resulted from different 
price levels in different countries, and the advantage of bor- 
rowing when debts could be repaid in money of a lower 
value. In addition to this, the various changes in industry 
offered unprecedented possibilities for the adventurer. 
These gains were not necessarily based on a contribution 
to real wealth. They were sometimes built on the losses of 
the less speculative and sometimes on the mistakes of those 
who guessed wrong. It is recognized that there was much 
injustice and suffering, a ruthless redistribution of wealth 
which did not necessarily lead to future well being. The 
changes in depreciation were more dramatic and uncertain 
than were those of changing industrial technique, though 
not so arbitrary as those which came with violent class 
conflicts. Certainly events were capricious and many profits 
undeserved. Depreciation was a destructive, and not a con- 
structive, force, though it brought some few gains with it. 
Of course, France did not experience the catastrophic de- 
clines which occurred in Germany, Austria, and Russia. Her 
troubles were primarily financial and never disrupted com- 
pletely the structure of her productive institutions. More- 
over, the speculative gains in France went to a certain 
extent to those with a real understanding, at the expense 
of the ignorant, and so were based on a rough kind of 
economic justice. The French had learned something from 
the collapse of currencies in central Europe and began to 


* Swiss francs and dollars were probably most sought after until 1925 when 
the pound sterling became a third important gold value currency. These 
arbitrage dealings became less desirable to banks because of the increased 
uncertainty of fluctuation, but the more speculative individuals took advan- 
tage of the chance for large gambling profits, 
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understand the meaning of depreciation. This understand- 
ing led to a growing fear of inflation and a willingness to 
accept taxation as a painful alternative. While some indi- 
viduals were piling up profits as a result of depreciation, 
the general public was learning slowly the importance of 
clinging to simple remedies, and of saving the franc through 
budget adjustment just as it was slipping to the verge of 
the precipice. 

Changes in external depreciation were more violent than 
those of internal depreciation. In fact, the rise of prices was 
similar in many ways to the cyclical movements which had 
been frequent before the war, although they became more 
extreme as the exchange movements came to dominate 
them. As this close connection became established between 
the two aspects of depreciation, the familiar relationships 
of consumer and producer were threatened and economic 
life became abnormal in many ways. The early price move- 
ment which had occurred while exchanges were relatively 
stable had not disturbed the usual currents of business as 
did later exchange fluctuations; but they were more diffi- 
cult to control. The control of exchange rates led to a dif- 
ferential between the two values and a very abnormal 
situation in commerce; it is probable that pegging, while 
necessary to the carrying on of the war, made future ad- 
justments more difficult. 

While it is not possible to separate entirely these two 
aspects of depreciation, it is important to note that from a 
short-run point of view their characteristics and effects are 
distinct. So important is this fact that one must expect that 
when the two values of the currency draw together, after 
a period of profound disturbance, an approach to stability 
is inevitable. It is well to contrast the early years of extreme 
depreciation, when the two curves are different and the 
social effects entirely distinct, with the stages of collapse or 
of newly achieved stability, when the two come to fluctuate 
together. There are some surprising similarities between the 
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period of collapse and that of newly gained stability. This 
results from the fact that the trader and business man who 
have suffered all disturbing ups and downs of depreciation 
seek by various devices to escape uncertainty. If stabiliza- 
tion is possible, they try to bring it about in a normal way. 
If this seems unattainable, they attempt to vary prices 
with exchange rates and so avoid unexpected differentials 
by keeping the rates of change of prices and exchange rates 
the same. This leads to a growing stability in gold values 
at times when currency values are changing most rapidly. 
So at the limit of depreciation, as at the very beginning, 
prices and exchange rates come into a measure of harmony. 

Such changes in the attitude towards money as those 
leading to the conscious discounting of future depreciation 
spread gradually from a very few people to those who are 
least familiar with financial problems. There is an increase 
in the number of nonprofessional dealers in exchange, and 
this, as always, leads to wider fluctuations. Finally the gen- 
eral public becomes aware of the spread of the monetary 
disease and the pressure of demand for foreign exchange 
becomes tremendous; the full force of speculation bears 
down on the currency. In France the culmination of this 
tendency was the crisis of 1926. The vertical drop of the 
franc at this time must be explained on psychological 
grounds, for the basic reason was the desertion of the franc 
by the public, and the swelling of the stream of capital 
exports which carried the franc toward collapse. 


SEVERE DEPRECIATION SuccEstTs MopiIFIcATION OF 
THEORIES 


Before things reached extremes, there was no conscious 
need for a theory of depreciated currency. Familiar formu- 
lations of the quantity theory and the relation of the bal- 


* Unofficial estimates of capital exports in 1926 vary from about 5 billion 
francs to 20 billions. No exact figure can be given. See supra, Chapter I. 
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ance of payments to exchange values seemed to many to 
furnish adequate explanations of the fall of the franc. The 
large accumulation of foreign debts, in particular, was taken 
to explain the decline of 1919, and later inflation was given 
as a reason for postwar depreciation. But although at first 
glance exchange movements conformed to existing theo- 
ries, a closer examination of what happened after the war 
shows that no such easy explanation is possible. The order 
of events was changing and complicated; in the spring of 
1920 prices turned down, followed by a lesser fall in ex- 
change rates. This decline made possible deflation, which 
was not comparable in amount to the price change. More- 
over, after the first decline, exchange rates turned up again 
and eventually prices also rose, followed by some expansion 
of the note circulation. It is obvious that such a changing 
sequence casts doubt on the applicability of the quantity 
theory and that the mere existence of large foreign debts 
could not explain these erratic fluctuations of exchange 
rates. Those who tried to understand the significant causes 
had to study the reasons behind the shifting of capital 
balances and speculative movements. The increasing pro- 
portion of the floating debts which had no relation to 
commercial dealings made this task very difficult. 

The rapid increase of speculative balances was the funda- 
mental reason for the sudden, violent movements of ex- 
change rates.! The situation was markedly different from 
that of prewar years. During normal times the tangible 
items of the balance of payments 2 had been the more im- 


*Jules Décamps. La Situation monétaire et Vavenir du franc (speech 
made to Union Republicaine, December 19, 1924 (Paris, 1925), p. 8. M. 
Décamps emphasized in a number of speeches and articles the importance 
of the flottante, the mass of short-time commercial credits. He did not con- 
sider these credits completely liquidated in 1926 (interview with the writer). 

® The distinction usually made is between visible and invisible items, but 
it seems well to make a somewhat different distinction here. Some of the 
invisible items, such as tourist trade, were regular and calculable, whereas 
capital movements were rapidly expansible and immeasurable. 
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portant ones and floating credits had been used mainly to 
balance temporary excesses of exports or imports, or to take 
advantage of short-time changes in money rates. Such 
credits were not under normal conditions very large, nor 
were they related very closely to the steady streams of 
investments which flowed from countries with much capital 
to those where new opportunities offered. There were, then, 
few sudden changes aside from the seasonal and cyclical 
swings, and these did not often affect the exchange rates 
to any notable extent. Gold exports, gold premiums, and 
various banking policies brought about quick reactions after 
any unusual movement. All this changed with the war. The 
credits extended by some countries to others were so large 
that the time and manner of repayments or refunding be- 
came urgent matters. The problem of paying for future 
imports when debts were already large! suggested many 
dangers to the keen observer. The elasticity of the foreign 
credit markets had been destroyed and future strains were 
bound to bring serious results. 

In considering the various factors which govern the flow 
of short-time credits, one observes that there is a consider- 
able volume which results from very real needs and which 
is independent of speculation. Then there is a residual or 
marginal sum which is not so easily obtained and which is 
responsible for fluctuations of the exchange rates. During 
the war the state was willing to cover the residual demand 
for foreign exchange and because of this readiness the 
demand never became very large in amount. The willing- 
ness of the state to supply any need reassured private 
financiers to such an extent that they took on this task 
themselves to a considerable degree, and the exchange rate 
was pegged without very great expense. Once the state 


*See supra, Chapter III, p. 23. From the figures available it would seem 
that there were approximately two hundred million dollars’ worth of credits 
extended to French merchants by private traders during the war period. 
It is not possible to give an exact figure, for some French foreign security 
holdings were liquidated to meet external debts. 


328 THE FRENCH FRANC, 1914-1928 


withdrew, however, the amount of this marginal need be- 
came very great, for the attitude of private financiers 
changed with the new situation. Private credits were used 
not for investment but for speculation, and could not be 
shifted without influencing very markedly the demand and 
supply of foreign credit. 

The reasons for holding balances in foreign countries are 
various. First, it is at certain times desirable to have funds 
in other centers to facilitate commercial dealings; and sec- 
ond, there are advantages growing out of differences in 
money rates. In the third place, with depreciation there 
appears the additional motive, the speculative opportuni- 
ties of gaining from changes in relative values; and, in the 
fourth place, as the values become more unstable, the desire 
for security at all costs leads to a large demand for foreign 
exchange.t With each successive phase the controlling mo- 
tive is less the result of commerce and more a product of 
speculation. Short-time capital movements become more 
than a balancing item, they become a tremendous force 
which modifies the most important elements of economic 
life.? 

Even during the war, when the frane was pegged, the 
supply of balances by private financiers was extremely im- 
portant. The fact that the government stood ready to fill 
any notable discrepancy between supply and demand led to 
confidence, and this confidence led to the ready supply of 
capital by individuals. These private funds approximately 
equaled those supplied through government negotiations.® 
It is even doubtful whether the government could have 
pegged the france if the pegging had not brought in its 
train the support of many bankers. Whether public opinion 

*This attitude is comparable to the desire of people to save even at a 
cost, represented by the cost curve of interest falling below zero. 

2There has been a gradual shift of opinion in respect to the balancing 
item. Whereas, gold was traditionally given that réle, it is now fairly gen- 


erally considered that the more mobile forms of credit really perform this 
function. *See supra, Chapter III, p. 102. 
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would have continued to support the franc in this way if 
the United States had not entered the war and put its funds 
at the disposal of the French government, is a matter for 
conjecture. Certainly the resources of France were becom- 
ing depleted in 1917, and it is generally the case that when 
reserves become low speculation withdraws its support. If 
the government had been embarrassed in its pegging opera- 
tions, it is likely that bankers would have refused funds on 
private accounts. Thus confidence was the keystone of the 
arch supporting French finance. 

The two notable war-time changes in the conditions 
affecting the franc, inconvertibility and the increased im- 
portance of capital items, both increased the likelihood of 
rapid fluctuations and enhanced the role of speculation. 
But because both were the natural result of war and be- 
cause of the relative stability of the franc on the New York 
market, the significance of confidence during the war has 
sometimes been overlooked. Then, after the war there was 
a further change in the exchange situation. There was the 
further abandonment of fixed values when the artificial 
connection between the franc, the dollar, and the pound 
was suddenly broken. This was comparable in importance 
to the breaking of the link between the franc and gold in 
1914. Then in addition to this, the motives governing the 
desire for credit changed with the increasing uncertainty in 
all phases of economic life. Thus the exchange problem 
became more and more abnormal, the future of the rates 
more incalculable. From a technical point of view, there 
were different limits and signs of future changes. From the 
broader social point of view, there were prospects of large 
gains and losses and an element of gambling in almost every’ 
economic endeavor. 

Variety and surprise have characterized the years since 
the armistice. From 1919 to 1921 there was a sharp up and 
down movement of prices. This was accompanied in France 
by erratic exchange movements. The first break in the ex- 
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change value of the franc has been ascribed to technical 
conditions. The second sharp break following the favorable 
movement in the spring of 1920 was due partly to political 
worries and partly to commercial needs. A similar break 
occurred in 1921 but it was not quite so severe.1 Then, in 
1922, the reparation conflict came to dominate the whole 
exchange situation for France, and the result was the de- 
cided upward swing of the cost of the dollar. This was accel- 
erated by the collapse of the mark, which influenced those 
speculators already very sensitive to unfavorable influences. 
From this time on the drift of speculation was against the 
franc and interest began to focus more and more on the 
question of how the government was going to pay its bills 
if it could not collect from Germany; thus the political situ- 
ation both external and internal became increasingly impor- 
tant. Very naturally such a precarious state of affairs opened 
the way for another kind of speculation, namely a deliberate 
attack on the france such as that which took place in 1924. 
This year was marked by the most violent exchange varia- 
tion of the whole period, but the permanent harm was not 
so great as was that of the slow but cumulative force of 
public opinion which forced the franc down through 1925 
and the early part of 1926. As we note these influences, it is 
apparent that though their nature differs somewhat at dif- 
ferent times, they are alike in that they are the results of 
estimates and the manifestation of opinion. In fact, no 
theoretical explanation of the france is complete without 
emphasis on the intangible psychological forces. The older 
theories have to be modified and adjusted if they are to fit 
these striking postwar changes in value. 

The discussion of the French exchange problem has em- 
phasized the broader influences rather than the technical 
aspects of exchange dealings. This is because the reasons 
for the decline of the franc, as well as for its ultimate sta- 
bility, are rooted far back in French political and economic 

*See supra, Chapter IV. 
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life. It is, therefore, essential to emphasize the broader 
aspects of the case and to keep from the confusion of detail 
and matters not of primary significance to the larger move- 
ments of the franc value. The significant turning points 
were, as has been seen, in 1919, 1920, 1922, and 1926. Even 
the severe crisis of 1924 can be given a subordinate place, 
since it was to a considerable extent merely an interruption 
in the steady upward trend of the cost of foreign exchange 
which was characteristic of those years. 


Four Asprects or ExcHancre PropueM 


It is possible, however, to distinguish four main aspects 
of the exchange problem. These are questions of measure- 
ment, of prediction, of control, and of stability.1 All of 
these problems are basic in financial life and are closely con- 
nected with production, investment, government finance, 
and matters of distribution and exchange. They take on 
different meanings, however, as depreciation becomes’ ex- 
treme. It is obvious that in using the foreign exchange 
problem as a starting point one might carry one’s investi- 
gation in almost any direction to advantage. In times of 
severe monetary dislocations the exchanges constitute the 
core of most of the larger economic difficulties to a peculiar 
degree. Thus these four matters become of the utmost con- 
cern to the statesmen and the general public. The different 
significance of these four things under more static condi- 
tions is worth noting. 

Measurement, the first of the four aspects of the exchange 
problem, is a simple process under normal conditions. When 
the gold standard is working in the usual way and exchange 
dealings are confined to the narrow and highly specialized 
markets of professionals, there is no difficulty involved. The 


*Control refers to the ability to limit the zone of variation in money 
value. Stability is here used as meaning the selection and maintenance of a 
new and permanent value as for instance, four cents, for the franc. 
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simple ratio of the franc to the dollar or the pound, based 
on relative amounts of gold content, is tied to certain known 
quantities. Even the slight variations which occur are clear 
and precise in their meaning. Since all dollars are equiva- 
lent, and all pounds, the variety seen in the exchange quo- 
tations is mainly the specious one arising out of the different 
gold content of the units and the additional complication 
introduced by the time element in transferring funds from 
one center to another. The variation in the relation of the 
unit is precisely measured in quantities of gold. 

Prediction, in the second place, is fairly easy under nor- 
mal exchange conditions. Since the specie export points set 
limits beyond which quotations for foreign money cannot 
go, and since these points are determined by such definite 
things as the cost of transportation and insurance for risk, 
there is no very great uncertainty as to the point where a 
reaction in value is apt to set in, though there is consider- 
able uncertainty as to when this reaction will take place. 
In any case, the fluctuations are kept to a narrow. zone 
within which professional dealers take their profits. Those 
who deal in the exchanges know with a reasonable degree 
of accuracy the conditions which govern the gold export 
points. Moreover, since the market is in the hands of the 
insiders fluctuations are more regular and of shorter dura- 
tion than is the case when more people are speculating. 
This situation changed completely after 1914. 

Then, in the third place, control was a different problem 
before the war from what it has been since. Although meth- 
ods of control have differed considerably in different coun- 
tries, central banks have exercised a considerable influence 
in most cases. The technique was probably most efficient in 
Engle~d, where the discount rate was the main instrument. 
Because of the financial experience and traditions of Eng- 
land, funds flowed quickly to London with a slight increase 
of money rates. France, on the other hand, used. different 
methods and exerted a less powerful influence on the ex- 
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change rates; through her gold premium policy she steadied 
the rates to a certain extent. This method made it impos- 
sible for Paris to be a financial center comparable to Lon- 
don, but it seems to have been fairly well adapted to French 
needs. The exchange rates varied little and were not a dis- 
turbing influence in economic life. It is true that one is 
accustomed to consider the exchange rates as subordinate 
and dependent factors, and so they were to a consider- 
able degree, but this was due in part to the gradual develop- 
ment of the financial methods alluded to above. In fact, 
stability, the fourth aspect of the exchange problem, was 
in no sense an urgent one in the more important European 
countries.” Granted the gold mechanisms, professional deal- 
ings, central bank control, and a normal economic life, 
monetary units, kept within a narrow zone of value, did 
not need any definite stabilizing forces such as those to be 
considered in connection with depreciated currencies. Thus 
it is only in considering the postwar situation, that one can 
understand the full significance and complexity of the ex- 
change problem. 

Depreciated money is a particular case in the general field 
of monetary theory. Each one of the four points just men- 
tioned will be found to act differently in depreciation as 
compared with situations generally considered normal. 
Nevertheless, the particular case throws light on the general 
problems, and so merits careful consideration. Even though 
the conclusion reached might be compared to those based on 
the study of a diseased or deformed human body, it is evi- 
dent that from the study of the serious ailment one can 
learn to control the lesser. Thus analyses of postwar fluctua- 
tions make it easier to understand those which are less 
violent, even though many of the relationships are quite 
different. For instance, one can learn methods of control by 


*See supra, Chapter II. 
*Countries on a gold exchange standard such as India were constantly 
working at the problems of stability and control. 
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studying the points at which attempts to control have 
failed.1 Moreover, stability may become at any moment 
instability, the normal the abnormal—change and revo- 
lution are constantly imminent. 

Once depreciation sets in, the four phases of the exchange 
problem become troublesome matters. Difficulties in meas- 
urement, which were not existent before, throw many 
stumbling blocks in the way of constructive policy. ‘There 
was, in the first place, the conflicting evidence offered by in- 
ternal as compared with external depreciation ? and it was 
not always possible to say which indicated the true situation 
in regard to money values. It became difficult to express the 
changes of value on the exchanges in terms of goods, so that 
the meaning of the quotations was narrowly limited. Then 
again, the franc often rose in one market while it fell in 
others, which made it almost impossible to know whether 
the franc was falling or whether some other currencies were 
rising. Exchange quotations became a mass of contradictory 
indications of values changing in apparently arbitrary fash- 
ion, whose real meaning could not be understood. These dif- 
ficulties became much greater as depreciation passed beyond 
the incipient phase of the war to the severe phase of post- 
war years. 

PREDICTION BECAME IMPOSSIBLE 


The possibility of predicting a reaction in exchange values 
under normal conditions has been explained; no such possi- 
bility existed once depreciation went to any length. Of the 
many who engaged in exchange transactions since the war, 
those who gained as well as those who lost will agree that 
no safe forecasts were possible. The gains and losses were the 
results of sheer gambling in most cases. As Keynes said in 
1923: 

No one can have complete confidence whether they [the ex- 
changes] are to be a great deal better or very much worse? 


*See supra, Chapter VI. * Keynes, op. cit., p. 124. 
*See supra, Chapter VII. 
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While it is true that under certain conditions all the more 
important influences—prices, commerce, revenues, and so 
on—aindicated a rise, yet at that very time, perhaps, public 
opinion, the most uncontrollable element, caused a con- 
trary movement. Such was the case in 1926. 

The consideration of the more important fluctuations of 
the franc value during these years makes it plain that at 
no time was an economic factor, or even a group of economic 
factors, as immediately important to the franc as was the 
tide of public confidence. Moreover, the attitudes of .the 
French were governed by different forces at different times. 
During the early years of depreciation they were dominated 
by a blind optimism which was more tenacious than the 
wiser speculators could have expected. Then, after the con- 
tinuous sag of the value of the franc, the French began to 
watch various economic signs, to have vague ideas of what 
was behind money value, and to govern their actions by such 
things. Such indications were both financial and political. 
They were found in the security market, in budget speeches, 
in announcements regarding commerce. This attempt to 
understand the situation was an indication of progress, but 
it was not always a manifestation of a clear and balanced 
insight into conditions. It made the position of the profes- 
sional hardly less precarious since he could not anticipate 
what economic doctrine, only half understood, might be- 
come prevalent at any time. This state of affairs existed 
from 1922 to 1925.1 Then, as the dangers and difficulties be- 
came patent and a less experienced group was added to those 
who had already puzzled over the exchanges, public opinion 
fastened its attention with frantic determination on the note 
circulation and the budget. This was the condition with 
which Briand, Caillaux, and Herriot tried to deal in the 
spring of 1926. It was a time of hysteria, when terror ex- 
pressed in economic language drove capital abroad. No one 
could have predicted such a wild outbreak, though many 

*See supra, Chapter V. 
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knew that it was a possibility. Then, in addition to these 
changing influences on public opinion, tax programs, par- 
ticularly those which approached the capital levy in form, 
sometimes excited tremendous disapproval, though occa- 
sionally they had been considered without creating a very 
great stir. 

It is apparent that to predict the major exchange fluctua- 
tions under such conditions was as hazardous as to prophesy 
the weather a year in advance. Of course, it was possible 
during some stages of depreciation to make forecasts which 
were more often right than wrong. This was particularly 
true during the very early and the very late stages. For 
instance, in the beginning, exchanges did approximate the 
values indicated by real economic factors, and again in the 
later stages of decline, as in Germany, cumulative forces 
came into action which made it certain that the fall once 
commenced would continue. In fact, in the stage called col- 
lapse it may be assumed that the line of descent in loga- 
rithms is a straight line. During most of the years of French 
depreciation, however, within the broad limits set by sta- 
bility and collapse, no prediction was possible. 

The very short-time exchange fluctuations, on the other 
hand, assume more regularity than do the major move- 
ments. It has frequently been possible for those who knew 
the nature of the market and followed regularly its minor 
variations to know at what time it was best to take profits 
and so to predict in a general way the day to day move- 
ments. It was necessary, of course, to realize the considerable 
margin of error, because various catastrophic events upset 
conditions. A study of the detail of the exchange rates in- 
dicates that the speculator who liquidated his holdings on 
the fourth day of an up or down movement would on the 
average make a profit. Moreover, the down movements are, 
as one might expect, of shorter duration than the up move- 
ments. In the majority of cases in which foreign exchanges 
dropped, values turned in the other direction within a two- 
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day period, whereas on the upward trend the wave would 
often last four or five days. This frequent profit taking, 
while an evidence of the uncertainty of the situation as a 
whole, is at the same time an indication that there was no 
universal expectation of a continued long decline. 


Unit: Number of cases 
45 


3) 4 5 6 7 9 10 or more 
Number of days 
CHART XXIV 
NUMBER OF EXCHANGE VARIATIONS, ACCORDING TO 
DURATION 


In order to classify in a rough way the fluctuations of the 
exchange rates, the daily quotations given in the appendix 
have been considered in respect to the direction and dura- 
tion of change. The result of a chance sampling of these data 
gives the following frequency table. (See Table XXV.) 
This sampling includes about one-third of the changes in 
direction of exchange quotations, exclusive of the one- and 
two-day changes. Since, however, it is incomplete, it must 
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TABLE XXV 


FREQUENCY OF EXCHANGE FLUCTUATIONS OF 
VARIOUS DURATIONS* 


Number of Days Number of Instances 

ee een msc o hoc canted 42 

Ah wisigealy Wis eet ete ota els tte ee eerie 35 

Brsvine siclend S Bie 0 stare giv slate’ bie axettiorsectersTetmaratete 20 

Gian saiecalate in werciae whee a area aoe eetetoee 10 

Ts sista wis er Wis eistale alee Oiohe -ohCale era ereeiats Croan 6 

Bis bcess-okeo oreo hcilete a easia en meetere esters 0 

Dies Sate aas oe 6 be he an eee nie rentals a! 

10 ‘Or, MOPCd:.'5.).. cs \see see secteur aha’ 0 

Total c'.:3'.0's x efein.cares ae cn samietstaaemes 114 


not be made the basis of any hard and fast statement as to 
the nature of these short-time movements. 

The result of these quick reactions is the saw-tooth curve 
familiar to students of the exchanges. It is apparent that 
the professionals felt out their instrument and, while trying 
to consider each case on its merits, tended to take a con- 
servative attitude which led them to liquidate their positions 
frequently. There is a natural tendency to hold on a little 
longer when the momentum appears to be greater, and the 
rapid increase in rates suggests to dealers that even when 
the reaction occurs it will not entirely offset the initial rise. 
Thus when the decline of the franc was sharpest, most spec- 
ulators did not liquidate as soon as was their custom. Such 4 
state of affairs as is indicated in these fluctuations was both 
the result of and the opportunity for short selling in francs. 
To the extent that the insiders controlled the market, the 
curve is characteristic of such conditions. However, since 
after 1919, the general public began to take part in such 
transac‘‘ons, it is probable that professionals followed as 
well as led in such up and down swings. The times when 
the public was most active are indicated on the curves by 
a breaking away from this seesaw motion with a noticeable 
rise or fall, only slightly dented by the contrary movements, 


*See appendix. Fluctuations of less than three days are excluded. 
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This new influence can be seen in the exchange curves of 
1925 and part of 1926. 

One expects to find a certain regularity in the fluctuations 
of the exchange rates arising from seasonal changes in com- 
modity trade, but this ceased to be true once depreciation 
gained headway in France. Keynes, writing in October, 
1923, says that the franc was at its best in April and May 
and at its worst in October and December. It does not seem 
wise to look for a seasonal swing in the postwar period; eight 
years is too short a time to make this useful, particularly 
when several of the years are conspicuous exceptions to any 
rule. For instance, the improvement of the franc in the late 
spring of 1924 was obviously not seasonal, and if the sharp 
break of the first months of the year is passed over with a 
smoother line, there was no net improvement at that time.? 
Then again, May and June were bad times for the frane in 
both 1925 and 1926, whereas August and September were 
times of marked improvement in those two years, in large 
measure because Parliament was no longer in session. It is 
true that December was a black period for French finance 
in 1919, 1922, 1923, and 1925, but this was definitely due to 
the year-end settlement on the one hand and to the bitter 
budget debates on the other. In general, in the years 1922, 
1923, and 1925, the seasonal movement which might be ex- 
pected is entirely obliterated by the more marked upward 
trend of the cost of the foreign exchanges. 

It is probable, then, that there were two types of fairly 
predictable movements which were observed by the most 
clearsighted: in the first place, the very short-time fluc- 
tuations which were the result, to a considerable extent, of 
technical conditions; and in the second, the slower trend 
which can be represented after the fact by the straight line 
drawn from the 1918 value of eighteen cents a france to the 


* Keynes, op. cit., p. 122. Compare Albert Aftalion, Monnaie, prix et 
change (Paris, 1927), p. 24. He gives a seasonal curve for notes in circu- 
lation, *See supra, Chapter V. 
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1927 value of four cents a franc. This latter line could have 
been forecast to a certain extent by a consideration of the 
adjustment necessary to bring the frane into harmony with 
the price level, the volume of notes in circulation, the value 
of the budget, and other factors with which customary re- 
lations may be observed. It is this kind of change which the 
quantity theorists can most successfully explain. As for the 
intermediate changes, those characterized as week to week 
and month to month, they were unpredictable in the ex- 
treme. The slight tendency to rhythm found in day to day 
changes is one which does not obtain in all cases, while the 
ultimate value of the franc would have been a very risky 
subject of prophecy because of the wild uncertainty of 
political conditions. 


THe Dirricutty or ConTROL 


Prediction is of importance primarily to those seeking 
individual profit, though of course the sum of individual 
profits goes to make up the gains of a nation. Certainly, 
however, control is of much greater significance to social 
welfare, and at the same time more difficult to accomplish. 
By control we mean the attempt to steady or limit the 
fluctuations of exchange rates without trying to keep them 
at a fixed value or without deliberate choice of a permanent 
level of value. Pegging, for instance, is such an effort; it 
often aims to keep currency in a precise relation with some 
other money, but sometimes merely to steady and modulate 
it. The difficulties of pegging under conditions of severe de- 
preciation have been pointed out. It is possible only when 
reinforced by confidence, and when economic conditions are 
fairly favorable. 

The complexity of the problem derives from the fact that 
control of any kind depends on the support of public opin- 
ion, and public opinion sometimes depends on attempts to 
control. This was illustrated by the readiness of bankers to 
furnish private credits during the war, because the govern- 
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ment met the additional needs. Certainly any steadying 
influence was more difficult when financial habits became 
disordered and the possibility of variation increased. Those 
capital exports which are due to the action of a large num- 
ber of people are much harder to stop than those which are 
occasioned by a very few financiers. When many are specu- 
lating, intervention in the exchange markets must be backed 
by larger sums of money. Thus the Morgan loan of 100 mil- 
lion dollars was effective in 1924, but was not sufficient to 
stand the steady pressure of small selling orders in 1926. 
One may take the billion dollars of foreign exchange ac- 
cumulated by the Bank of France in 1927 as an indication 
of what would have been necessary to meet the 1926 
emergency. 

Moreover, the control of the exchange through pegging 
is, in the last analysis, a temporary and artificial procedure. 
There can be-no lasting certainty until all aspects of the 
value of money have become adjusted to each other. And this 
cannot be permanent unless there is reason to suppose that 
the government will order financial affairs so that the new 
equilibrium shall not be upset. Attempts to steady the ex- 
changes have been considered in Chapter VI, “The Unsuc- 
cessful Fight Against Depreciation.”’ These have been in the 
main technical and financial measures; for example, defla- 
tion, the increase of the discount rate, the attempt to limit 
inflation by issuing loans, and various restrictive laws. Any 
of these measures might have been effective if depreciation 
had not passed beyond the incipient stage. As it was, they 
were worse than useless, they were taken as indications of 
the desperate condition of finance and so influenced public 
opinion adversely. Often in this paradoxical situation well- 
tried financial expedients failed, and the arrival of a new 
personality on the political stage steadied the exchanges 
even if no constructive financial policy was presented to 
the people. In the face of such erratic forces, it is hard 

*See supra, Chapter VI. Chart XVII. 
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to see how the franc could have been subject to much con- 
trol. It is probable that the support given the franc in the 
worst crises, notably in 1924 and during a part of 1925, was 
the best effort that could have been put forth from the 
technical point of view. 

Such control, therefore, as was effective was that which 
aimed, through general political and financial improve- 
ments, to free the exchanges from the abnormal influence of 
speculation. The close relation of the budget to the ex- 
change rate, certainly not a normal phenomenon, was one 
of the most delicate features of the situation. As Rist stated, 

The most effective methods of lowering prices and raising the 
value of the franc on the exchanges are to increase production 
and to achieve a balanced budget. This last, in particular, exerts 
on the exchanges a powerful influence in inducing speculation 
to take positions only in the direction of a rise and in assuring, 
therefore, a large inflow of foreign capital, the most responsive 
element in the balance of account and the best guarantee of 
favorable exchanges.* 


It is true, of course, that all measures which steadied the 
exchanges had some direct or indirect connection with the 
future volume of the note circulation. But this connection 
loses some of its immediate significance when one realizes 
that everything which bore on the government’s financial 
situation had an influence on the note circulation. Looked 
at in this light, it seems as if fluctuations of the exchanges 
and the rise and fall of the note circulation, each acting on 
the other constantly, were essentially joint results of a com- 
mon cause. The removal of this cause was contingent on 
the solution of political and financial difficulties in which 
France b-¢ame involved. The abnormal expenditures and 
the disordered income of the government had to be put to 
rights before the ordinary monetary mechanisms, which 
acted on the note circulation and on capital movements, 
could have their usual, quieting effect. Since monetary dif- 
“Charles Rist, La Déflation en pratique (Paris, 1924), p. 129. 
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ficulties had a broad basis, remedial measures had to be very 
comprehensive. Production in the devastated area. inter- 
national commeree, and taxation all had to be readjusted to 
changed conditions; and, above all, there had to be a rea- 
sonable certainty of government stability before the fears 
of radical finance were set at rest. 

The problem of steadying the exchanges had to be met 
in different countries in different ways, since the original 
difficulties developed from different disorders. There were, 
of course, marked differences between countries, for ex- 
ample, England never experienced severe depreciation, and 
so could use the usual financial expedients of deflation and 
discount rates. There were also marked differences between 
countries in similar stages of depreciation, such as Germany 
before 1921 and France until 1926, for in Germany the ex- 
ternal debt was the disturbing element and foreign rela- 
tions the field on which the struggle was fought. In France, 
on the other hand, the immediate dangers were internal and 
a part of the disturbance was due to the unmanageability of 
the internal debt. 

It is also important to distinguish the effects in one coun- 
try of various means of control during successive phases of 
depreciation. Once the early stage, best exemplified by Eng- 
land, is passed, the ordinary instruments of finance tend to 
have a perverse effect. Since the gesture to restrict the cir- 
culation or to circumscribe financial activities is taken as a 
sign of weakness by the more cautious observers, it is also 
taken as an indication of further ill-judged expedients and 
emergency measures, such as the issuance of further loans, 
more note issues, and sudden and untried tax programs. The 
natural consequence is the attempt to shift balances abroad 
and the rapid fluctuation of exchange rates. It was not until 
the second stage of depreciation that this was true of France, 
nor until that time that government finance came definitely 
to dominate other economic elements. 

Control of runaway money is never easy. Once the public 
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is thoroughly alarmed, all kinds of absurd and unimportant 
events may influence the ideas of capital holders. The news- 
papers have tremendous power and the casual remarks of 
officials are taken as the basis for purchases and sales of ex- 
change. Since opinion comes to exercise a real influence and 
is more than the anticipation or expression of economic 
facts, the responsibility of the government in clarifying 
opinion is very great. It is probable, for this reason, that 
the Experts’ Report in 1926 had more influence than is gen- 
erally recognized.* 

The main limiting factors seem then to have been these: 
first, the economic needs of France resulting from the war; 
second, budget disorders closely related to the debt prob- 
lems; third, the changing note circulation and excessive 
increases in the debt; and fourth, and paralleling all these 
concrete causes, public opinion, interpreting and exaggerat- 
ing the difficulties. The result was the uneven up and down 
swings of the franc value with a serious net loss to the na- 
tion’s well-being. 


STABILIZATION CALLS FOR THE CHOoIcE oF A NEw Par 


Once a reasonable degree of control has been attained, 
the problem of final stabilization looms on the horizon. This 
necessitates the deliberate choice of a new par value, and is 
a delicate matter unless virtual stability has been of such 
long standing that the new value has been universally ac- 
cepted as a permanent basis of economic transactions. The 
time element is of great importance in easing the tension 
and simplifying the work of the statesmen. A period of six 
to nine months seems to be needed to bring the different 
aspects of economic life into harmony.? If, as was the case in 
France, stabilization takes place after such an interval of 
calm, the final step is of comparatively little consequence. 


Rapport du Comité des Experts, (Décret du 31 mai, 1926, Paris). 
? Note the drawing together of the curves at the end of 1927, Chart I. 
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Nevertheless, until the new value is an accomplished fact, 
there is always some speculation as to possible values which 
causes uncertainty and variation in exchange dealings. 

The choice of the new norm may be made within a fairly 
wide zone, because political factors compete with economic 
interests in determining possible values. For instance, no 
government can easily afford to take on itself the recrimina- 
tions of those who lose more because the value is arbitrarily 
increased—or, on the other hand, who lose because it is de- 
creased. Any definite legislative action arouses at once all 
forms of complaint, and the new monetary value is made 
the scapegoat for all ills. It is interesting to see how in some 
circumstances an unstable exchange becomes a powerful 
force in politics. After the turmoil of July, 1926, Poincaré 
was able to put the question of confidence on almost any 
measure and win the day. He made it quite clear that he 
would accept no compromises and that his defeat on any 
important measure would mean the collapse of the currency. 
Thus, the potential instability of the franc made it easier to 
put through a consistent program, the danger of instability 
made actual stability more desired and, in a sense, easier to 
obtain. Politics and finance influenced each other in such a 
way that the stage was prepared for stabilization. 

To the politician, the value chosen is apt to signify the 
balance of power between different. social groups, the pro- 
ducer and the consumer, the capitalist and the wage earner, 
those who live on profits and those who have fixed income. 
The interests of these groups are normally different and it is 
only after a threat of catastrophe that they become tempor- 
arily harmonized in the desire for stability. Even at such a 
time they do not subordinate their narrower interests com- 
pletely, and tend to disagree when the problem of the final 
value is under discussion. For this reason it is regrettable 
that the value of the frane could not have been fixed 
definitely in September or October of 1926, when the general 
wish was for calm and security. It is only in view of the 
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very close connections between political and economic life 
that the delay seems justified. For it is probable that the 
period of tentative stability allowed Poincaré a longer in- 
terval and stronger support for the passage of his budget 
proposals. 

The economist, in contrast to the politician, views the 
value chosen in respect to its purchasing power relations 
with other countries, the future of international commerce, 
the gold value of the budget burden and the quantity of 
paper money. It is never possible to harmonize all these 
factors completely, though a reasonable adjustment may 
be reached. There are some, Keynes, Cassel and Gregory, 
for instance, who chose for special emphasis the purchasing 
power aspect of the new value of the currency. They advise, 
in particular cases, keeping any slight advantage for com- 
merce by setting the exchange value of the money low, 
rather than high, to encourage production. Keynes has 
stressed also the significance of the ratio of the debt service 
to the total budget, which must ultimately approach normal 
on a gold basis. In the case of France in particular, Keynes, 
in 1926, urged further depreciation in order that the internal 
debt might ultimately sink to a value equivalent in gold to 
that of prewar days. Professor Moulton, on the other hand, 
also with the debt in mind, in 1925, urged appreciation and 
chose the figure 6.48 cents a franc.t This would have made 
it difficult to export to most countries. It would, however, 
have helped creditors as compared with debtors. Still others, 
viewing the matter from different angles, looked mainly to 
the advances of the Bank of France to the state and the note 
circulation. These latter urged the difficulty of increas- 
ing taxation and favored holding the frane at a value 

*H. G. Moulton and Cleona Lewis, The French Debt Problem (New 
York, 1925), pp. 207, 208. He also urged the forced consolidation of the 
internal debt. This project was, however, entirely unfeasible politically, as 
was quite evident later; the mere suggestion led to violent panic. Professor 


Moulton later qualified this view in an interview with the writer in April, 
1926. 
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consistent with the amount of advances actually out- 
standing. 

The problems of stability will be discussed further in a 
later chapter.! They are mentioned here in order to com- 
plete the subdivision of the exchange problems into its four 
main aspects, that is, measurement, prediction, control, and 
stability. Although there comes a time in the history of de- 
preciation when stabilization is very much desired, the 
manner, time, and value of carrying it through arouse great 
antagonisms. The difficulties involved are illustrated in the 
case of the first unsuccessful attempt to stabilize the Belgian 
franc. It seems that this effort in 1925 might well have been 
successful if another value had been chosen and larger ex- 
ternal loans had been secured.? It is obvious that the choice 
of the new value is a delicate technical matter which is un- 
fortunately obscured by political problems. It is probable 
that those who advocated the lower values of the frane with 
a view to stimulating production exaggerated the influence 
of such a choice. Events in various countries indicate that 
stabilization at any value was apt to cause depression for a 
short time. This is true because it is not the differentials 
between prices which are stimulating so much as it is the 
increase of such differentials. 


THe Prcuuiar IMporTANCE OF EXxcHANGE Raters 


The foreign exchange rates, in the case of France, came 
to have a marked influence on the whole economic life, 
While it is true that they were primarily indications of un- 
derlying conditions, they were for short periods more power- 
ful than this fact would imply. It is just here that there is a 
point of difference between those who emphasize price levels 


*See infra, Chapter X. 

* Le Pour et le contre (October, 1926), pp. 854, 855. The later attempt in 
1926, which succeeded, was supported by an external loan and internal con- 
solidation of the short-term debt. Moreover, the franc was set at a lower 
value, 35 to the dollar. 
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and note circulation and those who give great importance 
to exchange rates. If it is true that exchange rates merely 
anticipate future changes in the note circulation, then the 
man who is directing affairs of state can put his mind 
on the problem of preventing excessive note issues and 
let things take their course. This is undoubtedly the case 
when depreciation is in the first stages. As instability be- 
comes greater, the desirability of government securities, and 
of property within a nation, becomes less, so tax receipts 
and the proceeds of loans diminish, and the statesman who 
is working to limit note issues finds the treasury already 
being emptied of funds. It is at such times as this, when a 
strong tide of opinion often makes funds flow away from the 
state, that the minister of finance may have to turn to his 
only sure resource, the central Bank, and secure notes. This 
additional currency, moreover, though issued as a temporary 
expedient, may not easily be withdrawn, and in this way a 
short-time speculative wave may leave a lasting impression. 

It is for this reason that at certain times the control of the 
exchange rates was more important than the control of 
any one single factor. If there were no wild fluctuations in 
the value of the franc in terms of foreign money, the public 
left their investments in government securities alone, and 
the minister of finance was able to keep things going with- 
out any inflationary measures. The increases in taxation 
voted in 1920, 1924, and 1925, were sufficient to meet the 
normal demands of the state if there were no unusual with- 
drawals of money from the bons de la défense nationale. 
Thus any successful effort to steady the exchanges had a 
very great effect on the whole financial situation. More- 
over, experience has demonstrated that it is possible for the 
government to exert a considerable influence on foreign ex- 
change rates, while direct price and credit control are diffi- 


The peculiar nature of the bons de la défense must be remembered. 
See supra, Chapter III. They were not traded between individuals to any 
extent, but repayment from the government was guaranteed. 
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cult to achieve. Hawtrey and others have pointed out,! that 
one cannot well stabilize both; and since there must be an 
adjustment between the exchanges and the price level, one 
point must be fixed and the other allowed to come into 
harmony with it. 

Exchange speculation was based on a scrutiny of real fac- 
tors; but these were more general and complex in their na- 
ture than some of the narrower expressions of the quantity 
theory would account for. In France the main problem was 
the condition of government finance. The mechanism 
through which this affected the franc has already been de- 
scribed. The first excessive need for funds led to borrowings 
from the Bank of France by the state, then to short-time 
loans, and still later to some long-time loans. All of these 
forms of borrowing caused additions to the note circulation. 
This increase in notes affected the government in three 
ways. First, there was the direct effect through the influence 
of the price level on government expenditures; this we have 
considered the least important. Second, there was the in- 
direct influence through the maturing bons; this latter 
charge on the state made a net addition to expenses, with no 
offsetting increase in receipts, Then, there were, in the 
third instance, the complex effects of speculation and the 
flight of capital, which interacted in such a way as to lessen 
government receipts from all sources and make the passage 
of an adequate tax program extremely difficult. It will be 
evident, when these three matters have been considered, 
that the contemporaneous flow of commerce, gold reserves, 
the discount policy, and attempts at price control were of 
little importance in comparison with them. 


THE Bupcet Basis or SPECULATIVE INFLUENCES 


French inflation was due to the existence of large budget 
deficits. This was not the case in every country. In the 
*R. G. Hawtrey, Monetary Reconstruction (London, 1923), p. 143. 
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United States, for instance, what inflation there was came 
through the expansion of industrial activity and through the 
increase of government borrowings. The increase in securi- 
ties as well as in industrial and commercial values which 
could be used as collateral for loans led almost inevitably 
to growing bank deposits for the use of manufacturers and 
merchants and the drawing of currency from banks into 
circulation. In France, on the other hand, the order of 
events was more simple and obvious; the state being in 
need of funds, borrowed from the Bank to pay its bills. As 
the quantities of notes so pumped into the circulation 
pushed upward an already rising price level, there was a 
secondary effect such as the one described as taking place 
in America. The need for means of payment increased and 
the pressure on banks for cash was at times great. The fol- 
lowing comparison shows that the note circulation in- 
creased faster than the liabilities of the banks. 


TABLE XXVI 


CREDIT AND THE NOTE CIRCULATION * 
Condition of three large banks, 1913-1918 
(in millions of francs) 


Deposits Bank of France 
Bills and Current Note 


Cash Discounted Accounts Circulation 
1913c2 eee 471 3,494 5,435 5,714 plus gold 
19145 ye 1,209 1,809 3,888 10,043 
NOD leesislocc 999 1,912 3,715 13,310 
IDIGHe hese 1,052 2,531 6,401 16,679 
LOL eect 1,287 3,805 6,083 22,337 
1OIS2 ees 906 4,626 6,858 30,250 


The slight expansion of discounts and deposits contrasts 
strongly with the increase in the note circulation. Thus it 


*U. S. Senate, Foreign Currency and Exchange Investigation, pp. 470, 
473. The three banks given are the Comptoir national d’escompte de Paris, 
the Crédit Lyonnais, and the Société générale. For a detailed study of the 
credit situation of the large banks, see Jean Lorin, Les Banques frangaises 
de dépét pendant la guerre (thesis, Paris, 1923), bank statements are given, 
pp. 359-392. 
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seems evident that the inflationary influence came through 
the government as a buyer of war supplies, in the first in- 
stance.* Even in the later years the exchanges, dominated 
by the budget, and not the expansion of bank credits, were 
the impelling force which kept prices up. 

The origin of the deficits was, in the first instance, the 
need for supplies; second, large expenditures of the govern- 
ment on reconstruction; third, bad management of the 
budgetary mechanism, the failure to collect taxes, the mis- 
use of credit. The size of the budget deficits cannot be meas- 
ured at this point. In fact, it is probable that no accurate 
figures for budget deficits will be available for several years. 

It is important to note, however, that the political in- 
fluence on the exchanges is due to the fundamental impor- 
tance of budget deficits. Granted the definite influence of 
exchange rates on prices in the French case, we come inev- 
itably to a psychological theory of the short-run value of 
depreciated money. Any reasonable objection to such a 
theory must be based not on a doubt as to its validity but 
rather on questions as to the way in which to make such a 
theory serve the ends of practical economic life. Such con- 
clusions are not new, but they open up new lines of analysis 
not so far employed by those who follow exclusively the 
older body of doctrines associated with the English classical 
school.” 

In addition to the purely statistical data bearing out these 
contentions, the study of public opinion and of financial 
judgments during the latter periods of depression has been 
extremely enlightening. A careful survey of the day to day 
and week to week expressions of opinion in comparison with 
the movements of the exchange rates is a help in under- 
standing the depreciation of the franc at those periods. 

It is obviously impossible to reproduce here such a de- 


*See supra, Chapters III and IV. 
*The emphasis on the psychological factor in continental economics has 
been greater than in England. 
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tailed study, but it is worth while to consider a few weeks 
of the years 1925 and 1926 in this manner. Such an ex- 
position will serve both as demonstration of the correctness 
of the general conclusions made, and as a sample of the in- 
tricacy and unexpectedness of the variation of exchange 
rates. So strange were these variations that a chronological 
study of French finance has its humorous as well as its 
serious aspects. One minister scarcely had time to install 
himself in the formidable building at the Place de Louvre 
before the desk was cleared for his successor. It is obvious 
that financial projects worked out under such conditions 
would be full of flaws, while their rejection was based partly 
on their novelty and partly on political antagonisms. The 
press featured these proposals in a dramatic way. Almost 
every Frenchman paid some attention to the various pro- 
jects and according to his approval changed the investment 
of his savings or rolling capital. The result was the extreme 
fluidity of all funds and a growing distrust of the govern- 
ment on the part of the people. 


THE SITUATION IN 1925 


There is little wonder that in 1925 the French people be- 
gan to think something was wrong. The direction of the 
ministry of finance was in the course of the year in the 
hands of six different men’ advocating as many different 
programs.” The difficulties of the Herriot ministry in April, 
after the attempt to put into effect a capital levy, led 
to the year’s first sharp fall of the franc in the spring. The 
stability which lasted through August and September was 
based in pa. t on the hope that Caillaux had some new for- 
mula for handling the pressing difficulties. His internal loan, 


*They were MM. Clémentel, de Monzie, Caillaux, Painlevé, Loucheur, 
and Doumer. See also supra Chapters V and VI. 

* Reference Service on International Affairs, Survey No. 5 (November 15, 
1925) ; Special supplement, Nos. 4, 5. December 31, 1925. 
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the first to be tied up with gold,! aimed to bring the gov- 
ernment 15 billion francs, but it was a flat failure. Only 
about six billion francs were brought in; about half of this 
was in cash and the rest was the result of the conversion of 
other loans.? Meanwhile the heavy maturities of the year 
1925, 22 billion franes, made the treasury situation very 
grave,* but few people realized it until later. A feeling of 
false security had developed after Caillaux started to work. 
The adjournment of Parliament always gave a breathing 
space, and summer tourists notably increased the temporary 
demand for credits; the franc was worth almost five cents in 
September. While it is fairly certain the French unit was 
being pegged through the summer, it is also probable that 
this did not necessitate any large volume of purchases. In 
the autumn, however, the situation was far from sound, and 
the news of the failure of the Caillaux debt negotiations in 
Washington was sufficient to precipitate the crisis which 
was due on many counts. Nevertheless, the government 
was making a desperate effort to hold on to a precarious sta- 
bility. 

The fall of the franc in October might be attributed 
to the failure of the United States debt negotiations, but, 
except for the initial disappointment, such hardly seems to 
be the true explanation. There were other things happen- 
ing in France which made a greater impression. In fact, 
there was considerable feeling of relief in some quarters 
that the negotiations had fallen through, while the failure of 
the internal loan was a serious setback. The government’s 
half-successful measures to conceal the insufficiency of the 
yield did not tend to restore confidence. Tax receipts were 


*The relation of the franc to the pound sterling was made the basis for 
changes in the interest rate on these bonds. It therefore developed that the 
interest rate was practically constant on a gold basis. The loan was sup- 
posed to be bought only by holders of bons de la défense. But the stipula- 
tion was not strictly enforced. *See Le Temps (October 22, 1925). 

*See supra, Chapter V, and infra, Chapter IX. Etienne Clémentel, Inven- 
tatre, p. 242. 
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less than estimated for September; trade was unfavorable, 
and autumn buying called for fairly large purchases of for- 
eign exchange in Paris. It is probable that there was a 
considerable amount of speculation of two kinds. First, there 
were those who felt that there were possibilities for large 
gains from manipulating the exchange values, despite the 
rout of speculators in 1924. Second, there were investors of 
a different type who began to look to the foreign bank de- 
posits and shares for stability of value. This was the time 
when the French tried to discover how to save their capital 
from annihilation as the Germans had tried before them. 

The situation was, therefore, far from simple in the au- 
tumn of 1925. A number of factors tended to pull the franc 
to a lower level and many disturbing political currents ex- 
isted under the surface of affairs. Certain powerful bankers 
opposed Caillaux for personal as well as for business reasons. 
There were financial interests which still hoped that a 
capital levy would be imposed that would place them in a 
strategic position. The selling of the franc was said?! to 
originate in Paris rather than in New York, which is 
an additional reason for supposing that it was determined 
by the internal more than by the external situation. The 
Caillaux ministry fell in October. The difficulties described 
above were enhanced by the increasing menace of the so- 
cialist party, which had been holding a conference at Nice. 
The resignation of Caillaux did not affect the frane ad- 
versely at the moment. As the New York Times explained: 

The event had, however, been already so fully discounted by 
speculators in exchange that it was comparatively easy to support 
the franc in a market so full of uncovered bear positions. 


The same jo'trnal continues: 2 


There was, however, a species of intervention in the franc 
market last week, but it was carried out by private banks appar- 
ently desirous of obliging the new premier. . . 


* New York Herald, Paris edition (November 23, 1925). 
* The New York Times (November 2, 1925). 
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Painlevé took over the finance portfolio after the resigna- 
tion of Caillaux and elaborated a plan along new lines. The 
striking, outstanding feature which led to his downfall was 
the forced consolidation of the 3-, 6- and 10-year treasury 
bonds. During these troubled weeks the cost of exchange 
continued to rise and the effect on industry was marked. 
Factories received such large orders that they were alarmed 
and hesitated to accept them as dependable, while at the 
same time the trends of foreign commerce became con- 
fused. 

The second Painlevé ministry did not last long.2 The pro- 
posals had been so entirely unpalatable to the general pub- 
lic, the effort to compromise the capital levy issue had been 
such a failure, and the effect on the exchanges was so un- 
fortunate that his position became untenable. Speculation 
followed these events very closely. The Paris Herald said: 


On the assumption that the fall of the Painlevé government 
would be favorably received abroad operators in Paris began 
selling foreign currencies in the early morning so the pound 
opened lower at 123 and the dollar at 25.38. But the first foreign 
advice showed that the opinion of Paris was far from being 
shared abroad and consequently sellers had to cover rapidly.® 


It was true in this case, as so often, that the foreign centers 
—London and New York—did not analyze closely the 
different projects, but were upset rather by the frequency of 
the change of policy. They argued on the reasonable prin- 
ciple that almost any active measure was better than hesita- 
tion and delay. Owing in part to this outside opinion and in 
part to the difficulties in France over trying to form a min- 
istry, the fall of the franc was rapid at the end of the month. 


* Exception was made for those maturing in 1925, but the public did not 
rely on this provision since it was not obvious where the money was coming 
from to meet these obligations. 

? The Painlevé cabinet with the premier as minister of finance lasted only 
from November 10 to November 21. 

* New York Herald, Paris edition (November 23, 1925). 
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Briand, called on for the second time in the week of the 
end of November, finally consented to form a ministry. The 
condition of public sentiment by this time had become al- 
most hysterical. The fear of the repudiation of the maturing 
treasury bons, together with an exaggerated objection to in- 
evitable inflation of the note circulation, led to large with- 
drawals of money from the bons, which went in part to 
swell the deposits in banks.! This reduction in the sums in 
bons embarrassed the government still farther and the cir- 
cular interaction, which has been so often referred to, is in- 
stanced at this time. The situation was extremely critical at 
the beginning of December. 

It was at this time that the Chamber of Deputies was 
most unruly. Moreover, the Finance Commission was un- 
reasonable.? Premier Briand found it necessary to stake 
everything on the emergency bills of December 3. The gal- 
leries of Parliament were crowded, the public and press 
waited in suspense, when in a fiery speech the Premier called 
for united effort to save the country from financial ruin. 
The dangers of the moment could hardly be exaggerated, 
and the need for immediate action was imperative. The bill 
which was finally passed despite tremendous opposition, to 
the great relief of those who understood the emergency, pro- 
vided for an immediate increase in the note circulation 
and Bank advances to the state, as well as special taxes 
which were to bring in approximately three billion francs in 
the near future. As a piece of legislation designed to meet 
a special and urgent need, it was in the main successful. 
It is probable that nothing less drastic could have been of 
any service at that time. Public opinion was ready to desert 
the franc, and the budget and treasury situations were in an 
even worse condition than they were later in July, 1926. 


* Journal des débats (November 30, 1925). See regular article, “Revue 
financiére.” 

*Revue de science et de législation financiéres (October-December, 
1926), vol. xxiv, no. 4, p. 678. “The power of the finance commission had 
become a veritable scandal.” 
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The hasty legislation initiated by the new minister of 
finance, Loucheur, was followed by a more studied budget 
proposal. It was, however, like the other, very drastic in its 
provisions. Politicians who had yielded to stress of persua- 
sion and fact in the first heat of emotion were unwilling to 
make further concessions immediately. Moreover, M. Lou- 
cheur had many personal enemies. The result was that he 
was forced to resign after having been in office only a few 
days, and the difficult post was again vacant on December 
15. It is interesting to trace the day to day fluctuations of 
the france at this time. The sharp changes in direction are 
clearly dictated by political events. 


TABLE XXVII 


FRANCS PER DOLLAR ON THE PARIS BOURSE?” 
December, 1925 


(high—low) 
First Week Second Week Third Week 
High Low High Low High Low 
Monon eae 25.74 25.59 26.02 25.86 27.88 27.59 
EUG Urcn ter cat she 25.46 213 26.16 25.97 27.88 Dike 
Wied cc. eet 26.20 25.80 26.71 26.65 27.49 27.18 
AD eiDR Ae aineeneaa 26.35 26.10 26.48 26.42 27.65 DOD 
kat Cher ore ear 26.21 25.93 26.99 26.58 26.96 26.65 
Fourth Week . Fifth Week 

High Low High Low 

Monee er tac. 26.87 26.72 27.50 27 Al 

Tue mrs cas ee DY) By? 27d 27.03 26.94 

Wiediera es zc. caue 27.10 26.85 26.42 26.34 


OU ce cee 27.19 27.00 26.86 26.73 


Let us compare the curve with contemporaneous events. 
The dollar moved upward the first few days of December. 
The confusion and conflict in Parliament made it extremely 
unlikely that funds would be raised before the eighth of the 

*Documents parlementaires, Chambre, Exposé des motifs du projet du 
budget, no. 2180. See especially pp. 296-306. 


*La Cote officielle. See wfra, appendix. Monday of the first week is 
November 30. Friday was a holiday in the last two weeks. 
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month to pay off the treasury bills. The night of the second 
or third was the time of Briand’s eloquent appeal, which suc- 
ceeded in improving a desperate situation. The new taxes 
were voted with an increase in the limits of Bank advances 
and note issues to tide the treasury over this particular 
emergency. This measure was passed on the third, and on 
the fourth and seventh the franc improved markedly. More- 
over, the dreaded inflation did not have an adverse effect. 


ts francs per dottar 


c7 


—— — : 
‘Le 3.45 6 7 8 9 10 1 12 15 4 1516 47 1819 20 et ee 23 e425 26 eT eB 29 30 Ht 


Sat. Sun. Sat. Sun. Sat. Sun. Saf. Sun. Sat. Sun. 
CHART POaV 
DOLLAR QUOTATIONS ON THE PARIS BOURSE, DECEMBER, 
1925 


As is frequently the case, however, speculation exagger- 
ated the good effects of the temporary measure, and a con- 
trary movement set in on the eighth. This was the day on 
which M. Loucheur presented his budget project.? In it he 
discussed the deficit for the year ? with considerable frank- 


*Le Matin, December 5, 1925. The effect of the new inflation had been 
discounted during November, since it seemed inevitable. 

*L’Homme libre (December 17, 1925) comments thus humorously on the 
new sense of security: “On a voulu s’installer sur. 7 milliards et demi 
d’inflation comme sur un édredon et pour un long sommeil. Le mauvais 
coup & peine accompli, l’on était saisi & la gorge. Pour justifier 7 milliards 
et demi d’inflation il fallait proposer 8 milliards dimpéts.” 

*Loucheur, op. cit., pp. 7-9. The deficit for 1926 given is 5,600 million 
francs. It was the first official statement of such a large insufficiency and 
came as a shock to those who had not followed the financial discussion 
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ness, and proposed new and heavy taxation. Meanwhile the 
maturing bons were successfully paid off, and the operation 
was spread over several weeks with the cooperation of the 
banks, so that the full effect did not appear in the advances 
of the Bank to the state during this week.1 The exchange 
in Paris reacted favorably after this second flurry, but, as 
New York was not happily impressed by the increase in note 
circulation, it took a bear attitude, and the movement 
turned against the franc a third time. This was both cause 
and effect of the approaching government crisis. 

On the fourteenth, the price of exchanges in francs 
touched its high point for the month. Opposition to the 
Loucheur bill had become very bitter. The amount of specu- 
lative dealing was reported to be great. It cannot of course 
be measured. That it was partly the result of the political 
struggle, and designed to shake the ministry, can hardly be 
doubted. Nevertheless, the general public had lost pa- 
tience and some of the speculation represented capital move- 
ment by individuals who feared collapse. The rise of a france 
and a half in the price of the dollar within two days was 
very rapid. On the fifteenth the budget proposal was re- 
jected by the Finance Commission. On the same day Lou- 
cheur resigned. This brought a change in speculative pres- 
sure and a reaction in the exchange.? There was, moreover, 
an exaggerated sense of relief at the refusal of the Loucheur 
tax proposal. The talk of a Socialist coup d’état which had 
been very rife in the past weeks was less alarming. The les- 
sening of speculative activity was noticeable, and the ap- 
pointment of Doumer as minister of finance was received 
favorably by the press and by the exchange market. It is 


closely. It may be added that the estimate was not all-inclusive. See 
Chapter IX. 

* Advances increased only 200 million francs. Maturities were about 2,500 
Million francs. See appendix for advances. 

* New York Herald, Paris edition (December 15, 1925). “From a general 
point of view the financial situation of France remains as difficult as ever 
and the market has no reason to modify its tendency.” 
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interesting to note that these fluctuations were thought to 
be controlled by Paris, and not by New York or London. 
The Paris Midi stated: 


The exchange curve has reached a level at which it seems dis- 
posed to remain. In fact, with the market, completely lacking in 
speculative position because of the absorption of funds . . . for- 
eign centers for some time past have done nothing but confirm the 
fluctuations of Paris. We find in our own conditions, particularly 
in the political situation, the most important influences which 
govern the franc.t 


The appointment of Doumer ? brought a temporary politi- 
cal truce. It was realized that the budget discussion would 
not be completed until after January 1, 1926, and the in- 
tensity of feeling was lessened temporarily. 

One of the most interesting events was that which oc- 
curred on December 18. It was at this time that the indus- 
trialists made their proposal to raise funds voluntarily to 
help take care of the internal debt. They were to give their 
factories as security in the raising of a loan of consolidation. 
They promised to furnish three billion francs and had vari- 
ous schemes for increasing this sum later.’ The result of 


*Paris Midi, December 16, 1925. “La courbe des changes a atteint un 
niveau ou elle semble vouloir se consolider. En effet le marché dépourvu 
de positions speculatives par suite de l’absorption préalable du disponible 
... Vétranger ne fait depuis quelque temps que confirmer les mouvements 
de Paris... c’est chez nous et particuliérement dans notre situation 
politique que nous trouvons les grands facteurs de la tendance du franc.” 

2?Paris Midi (December 16, 1925). 

°T’Echo de Paris; Le Matin (December 19, 1925); L’Intransigeant, Jan- 
uary 1, 1926. The striking thing to observe is that the proposal to stabilize 
the franc was made by producers who ordinarily gain by rising prices 
despite rising cost. The northern manufacturers, however, found the dis- 
organization due to the wild changes in the prices of raw cotton, for in- 
stance, more upsetting than was the stimulus of rising prices. They offered, 
therefore, to undertake this considerable sacrifice to save the franc. Fear of 
enhancing the political power of one region or group led to the pigeon- 
holing of the scheme. Nevertheless, in spite of its rejection, it had a power- 
ful psychological effect. 
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this generous proposal was immediately felt on the ex- 
changes. The dollar fell below twenty-six francs on the nine- 
teenth. This figure has not been included in the table of 
daily quotations since it occurred on Saturday when the 
Bourse was closed. The effect was very striking, and there 
is no doubt that this plan, though not carried to a conclu- 
sion, was in considerable measure responsible for the im- 
provement of the franc in the latter part of December.1 
There was a quick contrary movement of the exchange, due 
partly to profit taking. The exchanges went to higher levels 
again on the twenty-first. Movements as sudden as those of 
the nineteenth are, in part, due to uncovered purchases and 
so invite a reaction. The net effect is only visible by smooth- 
ing the curve. The rise of foreign exchange rates was very 
rapid. \ 

The announcement on December 23 of the plans for a 
socialist conference to be held early in January was a signal 
for a new fall of the franc. The movement continued until 
the twenty-eighth. The effect of the Socialist announcement 
was due to the fact that their action constituted a menace 
to the government majority. The Socialists formed a well- 
disciplined group and commanded about a hundred votes in 
the Chamber of Deputies. If they refused participation, the 
result would be an inability on the part of the ministry to 
put through a budget measure. Their hostile tone at this 
time was disturbing, in particular, their opposition to the 
existing turnover tax and their refusal to consider its in- 
crease was one of the outstanding difficulties.2 This tax 
had proved and was to prove in the future one of the best 


* This is the first of those events which indicate that the French, as a 
nation, were resolved to save the franc despite the delays and mistakes of 
politicians. A study of the press, in this and subsequent months, is impres- 
sive, The tide of opinion was most irresistible in the demonstration of July, 
1926. The common sense of the people made itself felt in the end. 

*In the elections of May 11, 1924, when the Cartel was victorious at the 
polls, they had pledged themselves to abolish this tax and to lighten indirect 
taxes generally. 
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sources of revenue, and had a special importance because 
its yield increased with rising prices. 

The new financial proposals, including a doubling of the 
turnover tax, were announced on the twenty-fourth. The 
Cartel was offering a counter proposal. The exchanges be- 
came unfavorable to the frane as sentiment appeared to 
oppose the ministerial plan. The technical situation of the 
market also made considerable purchases of foreign ex- 
change in Paris necessary. Briand, fully aware of the deli- 
cacy of the situation on the twenty-ninth, with the dollar 
at 27.50 francs, walked about in the corridors of the Cham- 
ber of Deputies expressing his opinion in such a way that 
there was no doubt as to his intentions: 


“If anyone wishes my skin,” M. Briand remarked to one of his 
friends the other day, “he’ll have to come and get it in the 
Chamber of Deputies, and I shall be ready to defend it. The 
results will be obvious when I have proclaimed from the tribune 
where the blame lies.” ? 


He let it be overheard that he would throw all his prestige 
into the balance and would not be overthrown without pro- 
claiming the responsibility of the crisis to the nation. The 
result was a moderation of the attacks on the government. 
When Parliament adjourned for two weeks, feeling was 
somewhat improved, and Briand seemed to have won con- 
siderable ground. The result is reflected in the fall of ‘the 
dollar to twenty-six francs in the beginning of January. 
The government and the Bank had managed to handle the 
year-end settlements with sufficient skill to prevent extreme 
pressure, and there was a short period of calm again. 

The erratic =4ries of ups and downs during December, 
which at first seemed without reason, proved to reflect very 
justly the prevailing opinion of financiers. The public was 
discounting constantly the possibility of an improvement 
of the budget problem. The peak of the difficulty occurred 


*Le Matin (December 29, 1925). 
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just before the resignation of Loucheur. It was due partly 
to the shock of realization caused by his frank statement 
of the difficulties and partly to political hostility to his 
measures. The improvement at the month-end was due to 
the industrialists’ proposal and the vigorous point of view 
it indicated, and also to some slight progress on the part of 
the government in working out a plan. The efforts of Briand 
at this time are notable. He stood the country in good stead 
during this trying period. 

Exchange rates are not always so sensitive to political 
events as they were in December, 1925. It is true none the 
less that the connection between the two became closer with 

the continuance of depreciation. The tendency was for the 

automatic links in the chain of causality—increased note 
circulation, price changes, and so on—to become relatively 
less important. The slow reactions between a monetary 
policy, prices, commerce, and capital flows was accelerated. 
The final outcome was a direct and immediate influence of 
political events and maneuvers on exchanges, followed by 
an inevitable effect on monetary policy, prices, and so on, 
and the movement of funds abroad. Experience had taught 
that certain acts on the part of the government would lessen 
the value of money; people did not wait to feel the pinch, 
but sought escape in gold value investments. The synchro- 
nization of the quotations of the dollar and the pound with 
those securities on the Paris Bourse whose value was tied to 
gold, such as the Suez Canal, Rio Tinto, de Beers, and so 
on, was notable." The purchase of such securities was one 
of the easiest legal ways of refuge from depreciation. The 
public became highly sensitive to budget policies and mone- 
tary details. They had undergone an intensive education, 
and the result showed in the quick value changes. 

What conclusions can be drawn from the study of this 
varied mass of material, what lessons are there for the 


*See charts, as for instance those of the Agence économique et financiére 
(26 Boulevard Poissoniére, Paris) for 1925. 
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CHART XXVI 
VALUE OF FOUR FRENCH SECURITIES, 1923 TO 1927* 


See appendix for figures. 
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government which seeks to build sound economic life on the 
ground cleared by the destructive forces of depreciation? 
There are some things to be observed which are new, some 
things to be reaffirmed which are old. Confidence was long 
ago recognized as the foundation of any monetary policy. 
A restatement of this truth indicates that such laws, for 
instance, as limit the amount of the note circulation or the 
credit policy of central banks are important only in as much 
as they secure confidence and prevent distrust of political 
maneuvers. The changing sequence of events in different 
stages of depreciation indicates that one cannot rely only 
on economic repercussions. Public opinion, rational or irra- 
tional, mental valuations, may outweigh all other factors 
and bring about events which are surprising. Inflation may 
lead to lower prices if accompanied by constructive meas- 
ures. A lowering of the discount rate may attract capital if 
it points to sounder conditions, even though a high rate is 
supposed normally to have this effect. Government borrow- 
ings may be larger when the amount of authorized borrow- 
ings is lowered. Such facts, in a measure paradoxical, argue 
in favor of a more flexible economic theory. They point to 
the need of developing a scientific economic psychology, 
dificult to achieve with exactness but none the less 
important. 

The variety of exchange movements and the different 
configurations of the factors which determine the value of 
the frane made it difficult to trace any unified principle, to 
find any one outstanding fact. to give meaning to the situa- 
tion. With the study of the importance of capital flows and 
of the influences which guide judgments on the value of 
money, it becomes obvious that the day of unconscious 
economic life has passed. It is then increasingly important 
to find the main conscious methods of control. In an era 
built on credit rather than money? the relation between 


*R. G. Hawtrey, Currency and Credit (second edition, London, 1923), 
pp. 1-17, argues from credit to money rather than from money to credit, the 
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bank deposits and gold becomes very slight; the discount 
mechanism is called in to act as a control on bank deposits 
which, if left alone, would be subject to dangerous expan- 
sion. Moreover, production is less and less designed to meet 
immediate needs and, more and more, through roundabout 
processes of capital construction, aimed to meet future as 
well as present demand. The influence of price and money 
changes on the distribution of wealth makes it evident that 
this very delicate part of the machinery of economic life 
must be regulated with care; the volume of production is 
artificially restricted in almost every field. A certain measure 
of conscious price fixing is a result of the growth of large- 
scale industry. There is a marked tendency for every phase 
of economic life to be controlled by design. 

This is not a new development, for the mercantilist sys- 
tem was based on a definite aim and carried out according 
to carefully evolved programs. The situation is none the 
less different. The new self-consciousness is not based on a 
singleness of purpose nor on a consciousness of racial des- 
tiny, but rather on the nature of the mechanisms by which 
the economic processes are carried out. The sensitivity of 
credit is the basis for the attempts at artificial guidance of 
production and distribution. The growing importance of 
central credit institutions and of small groups of financial 
experts and bankers is one of the outward signs. 

The new self-consciousness, the outgrowth of a practical, 
psychological age, as opposed to a philosophic age con- 
cerned with the problems of the race and of the nation, 
presents new problems. The growth of deliberate control 
is taken by some to point to the advisability of completely 
abandoning the nore automatic checks on economic action 
and reaction, such as the gold standard. There is no reason 
for passing from one conclusion to the other. Human analy- 
sis is bound to err. It is all the more important now to 


traditional order of consideration. His treatment is appropriate as applied 
to actual conditions in which credit bulks very large. 
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cling to those reliable mechanical checks which work for 
the relative stability of economic phenomena. Any simple 
and understandable mechanism helps to limit the zone of 
uncertainty and adds so much to the possibility of control. 

It is only when the mechanical elements become incom- 
patible with rational control that they should be rejected. 
For example, it may be well to discourage the common use 
of gold as a means of payment and use it only as one of 
the basic elements of monetary structure. Certainly, the 
general use of gold allows the public to draw large quanti- 
ties of the precious metal into hoards where it lies idle and 
from which it may emerge suddenly and bring about gold 
inflation or change the ratio of gold to credit. But gold in 
the hands of the government can be economized and used 
mainly for the purpose of international payments. More- 
over, it is still true that there are nations whose credit con- 
trol is so primitive and whose finances are so unstable that 
gold, with its intrinsic value, is of obvious service as a 
balancing item. 

It is best, then, to retain all the reasonable and familiar 
mechanisms within nations and between nations, adapting 
them to a more harmonious control. It is well to confine 
artificial intervention of bankers and economists to those 
fields in which the elements are, to a great extent, artificial 
creations. In the first place, credit is, at times, a controlable 
force. In the second place, taxation, the product of laws, 
is subject to adjustment and change. It is these two series 
of problems, particularly taxation, that have been at the 
base of the French difficulties and of France’s recovery. 
Every crisis may be interpreted in terms of one or the other 
type of interference. It was increasingly realized just before 
the war that price fluctuations, mainly due to credit changes, 
were the result of artificial developments of economic life 
and were subject to a measure of control. It was not so 
widely understood that taxation was one of the very impor- 


*Credit is here used in the widest sense. 
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tant means of guiding production and consumption. In 
America, where the state has absorbed a relatively small 
amount of public wealth, problems of taxation have been to 
a large degree ignored by the general public. The war, which 
has increased taxation even in the United States, has 
brought forward this problem, along with the problem of 
credit control, as one of the most pressing. The struggle of 
different classes to gain strategic advantages in the eco- 
nomic world, which has been in its turn intensified by 
recent political conflicts, has made the matter of taxation 
one which can no longer be ignored. 

Monetary depreciation has thrown the searchlight of 
public opinion on these two problems. Taxation and credit 
control are the two most potent forces in economic life. 
The dramatic struggle over the capital levy versus infla- 
tion, over direct versus indirect taxation, has had many a 
startling result. In France the problem of taxation has been 
more vital than the problem of bank credit. This was real- 
ized to an increasing extent and led to the unification of 
public opinion after the dark hours of panic. The political 
truce made possible a coherent policy of increased taxa- 
tion as the different crises brought out the growing impor- 
tance of government finance. Thus, a clearer understanding 
of the points at issue and the conflict of interests finally 
made possible a consistent policy. The vigorous and suc- 
cessful efforts to reduce the floating debt in 1927 were the 
outgrowth of a general appreciation both of the difficulties 
and of the effectiveness of a sound government policy. The 
final dénowement in the case of France is a hopeful indica- 
tion of the possibilities of control of economic forces. There 
is something impressive in the fact that the French were 
able to check the fall of the frane under difficult conditions 
and after a precipitate drop. The efforts of August, 1926 
were surprisingly successful, and the calm was almost as 
sudden and unanticipated as the storm had been. 


CHAPTER, IX 
THE Bupcer 


Every Frenchman now knows that there is a budget. It 
is doubtful whether one in twenty, before the war, knew or 
cared that there was such a thing behind the payment of 
taxes and execution of government works. Financial educa- 
tion has been the result of experience and loss. The distribu- 
tion of yellow tax slips in 1926, taking away the salary of 
one or two months’ work, brought a new appreciation of 
the importance of public finance. It began to be realized 
at this time, moreover, that the changing power of money 
as a buying instrument brought even greater hardship. Men 
in cafés turned to examine the statements of the Bank of 
France and grew accustomed to reading the intricate budget 
proposals. They became aware of the connection between 
shrinking revenues and a growing note circulation. During 
the postwar years economies became indeed the language 
of the man in the street. A sensitive, close contact grew up 
between the parliamentary discussions of government ways 
and means and the wild variations of value in the banks 
and the Bourse. 

The government had turned in time of need to three suc- 
cessive reservoirs—notes, loans, and taxes. The first seemed 
to offer unlimited resources. The government could count 
on the Bank of France as a source of easy loans in the form 
of new notes; for the Bank, authorized by the government, 
could create money to lend by the use of the printing press. 
The interest payable was low and the necessity of repay- 
ment vague and distant. Nothing could have been easier 
than this source of revenue, until two limits began to ap- 


pear. The first limit came as a direct result of putting such a 
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large mass of purchasing power in the hands of the govern- 
ment. It is evident in the maladjustment of prices. The 
second limit was political and psychological, and led to 
bitter opposition to further inflation after the war. The 
two, working together, curbed the postwar use of these 
Bank loans. 

After the first Bank loans to the state, the first public 
loans were issued. Short-time loans, bons de la défense,* 
and, later, four consolidation loans, drew into the treasury 
the spare funds of individuals and industries.? The govern- 
ment managed to absorb most of the slack in the circula- 
tion. The money which accumulated in bank deposits with 
rising industrial profits was invested by the banks in gov- 
ernment bonds. This was due, in part, to the attractiveness 
of short-time securities easily liquidated and, in part, to gov- 
ernment pressure on the banks to fall in line with the finan- 
cial program of the state. The efforts of the government 
were successful as far as the emergency of the moment was 
concerned.? The large increase of the public debt is evidence 
of this fact. Nevertheless, the methods used were not such 
as to obviate future difficulties. Heavy accumulation of 
maturities in the year 1925 have been noted as one instance 
of these short-sighted methods. The high rate of interest 
on the loans issued was another.* The refusal of the public 
to subscribe to loans in 1924 and after was a third.® 


*See supra, Chapter III, p. 94. 

2See supra, Chapter III, p. 97; and also Germain Martin, Les Finances 
publiques de la France (Paris, 1925), p. 161. Germain Martin says there 
was an impression that the government feared failure each time a loan was 
floated. 

7H. G. Moulton and Cleona Lewis, The French Debt Problem (New 
York, 1925), pp. 67, 9° 

“See supra, Chapter III, p. 111. If the government was to subsist on 
loans it had to pay enough to attract capital, but such a policy was aimed 
to meet an immediate emergency, irrespective of future difficulties. See 
Germain Martin, op. cit., pp. 165, 166. 

5It is surprising that the government thought that loans could continue 
indefinitely without any clear policy of amortization or of monetary stabili- 
zation. 
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The pyramiding of the internal debt was more ominous 
than the actual additions would lead one to expect. Each 
increment weighed more heavily on the nation than its 
mere size warranted. The end came in 1924, when this 
second source of revenue seemed to dry up rather suddenly. 
Moreover, the dangers of the floating debt to the franc 
were just beginning to be evident at this time. The govern- 
ment had to adopt a more far-sighted policy. Taxation was 
the inevitable means of meeting the large budget needs. It 
was to taxation, then, the third source of revenue, that the 
government was forced to turn. 


Bupcer Rerorm CameE LATE 


It was through these three factors, then, that the budget 
influenced depreciation—note inflation, debt increases, 
taxation—and, one should add, the lack of taxation. The 
starting point of the trouble was obviously the budget 
deficits. The matter of deficits, technical, and relatively un- 
important in normal times, became a stumbling block in the 
way of sound progress. 

This effect came about in the following way. In general, 
the significance of a budget lies partly in the orderliness 
which it introduces into government expenditures and 
receipts, and so in the restrictive influence it has on waste, 
as well as the possibility of planning government under- 
takings with some degree of exactitude.? It has been stated 
already that French methods before the war were not en- 
tirely satisfactory.? Frequent deficits, confused practices, and 
the carrying forward of accounts through a period of years 
were in part responsible for the traditional uncertainty, 
which the war made much worse.’ 


*The failure of the Crédit national loan has been referred to in Chap- 
ter V. 

* Robert Buty, Le Vote du budget et Vamélioration des méthodes du 
travail parlementaire (thesis, Paris, 1926), pp. 16, 17, 20. 

*See supra, Chapter II, pp. 56-59. 

*One difficulty in a budget study consists in the fact that the total budget 
figures as given by the government do not include the same things in 
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The year 1924 was the first year in which there was any 
real attempt to balance the budget. The severe exchange 
crisis and the passage of the double décime tax were both 
of great significance in this connection. The struggle over 
alternative sources of revenue became more intense. It was 
during this year that the business turnover tax became a 
definite political issue, and the most serious agitation for 
the capital levy began. So intense was the struggle over 
these proposals that programs of heavy taxation came to 
menace the frane through their tendency to accelerate the 
flight of capital. But taxation was destined to be an im- 
portant aid to the franc in 1926, at the crucial moment. 

In 1925, as the result of the publicity given to govern- 
ment difficulties, there was a focusing of attention on 
finance and a step forward in the inclusion of most expendi- 
tures in one budget. This was first done by Finance Minister 
Caillaux in 1925. Even the so-called unified budget, how- 
ever, did not include all government. expenditures—railroad 
subsidies, post, telephone and telegraph, and the treasury 
being the main categories omitted. Even now, after these 
steps toward unification, the budget is not easy to under- 
stand. Very few outside a limited official circle know how 
large the deficits have been.2 

For the most part, these were irregular and ill-coérdinated 
efforts to do away with deficits and to improve the tax situ- 


different years. There was a tendency to cut down the number of budgets 
by including the outside items in the main budget. This ended in the doing 
away with the recoverable budget and an almost complete unification in 
1925. In 1926 the institution of the caisse de gestion des bons again changed 
what was included in the “budget.” 

*An extensive stud:- of the budget is now in process. Professor R. M. 
Haig, a recognized authority on taxation, is making a thorough study of the 
question in order to build up a complete and accurate statement of ex- 
penditures and revenues. The results of this work will soon be available to 
the reader and will carry him much farther than can the present general 
study, which aims primarily to bring out the monetary side of the problem. 
The work referred to will be a part of the research undertaken by the 
Columbia University Council for Research, 
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ation. The first proposals of the income tax, finally put into 
effect in 1916, have been alluded to in Chapters II and III. 
It seems reasonable to excuse some of the delay in increas- 
ing taxes on the ground of the difficulties arising from the 
war; but such extenuating circumstances should not be 
made the explanation for all mistakes. There was a con- 
siderable measure of political chicanery in the delay in 
raising taxes after 1918. Political leaders attempted to post- 
pone and shift responsibility. The result was the make- 
shifts and the confusion of postwar years. The crashing of 
franc values of the year 1924 had given the first healthy 
shock to public opinion. Parliament pulled itself together 
and passed with sensational speed the law of March insti- 
tuting the double décime, or the twenty per cent increase 
of taxes.' It was after this that the taxpayer first began to 
feel the pinch. The nation was not at the end of its difficul- 
ties, however, in assuming this new burden, for the gap 
between receipts and expenditures was not closed. Deficits 
continued and the public was soon to become aware of this 
fact. The increases in taxation voted in 1925 and again in 
1926 reached crushing rates? before the government could 
hope to “buckle the budget.” 

Conclusions regarding the budget must be qualified. As 
has been indicated, the subject offers serious difficulties even 
to experts on government finance and to persons long 
familiar with the French method of handling the govern- 
ment accounts. It is extremely doubtful whether there were 
more than a dozen people in France who knew in 1925 and 
1926 with any degree of accuracy, say within five per cent, 
what the deficits were. It is certain that this small group 
found it necessary for political reasons to withhold most of 
their knowledge from the public. Whether later studies will 
be able to dig up all the facts is much to be doubted; cer- 


*See supra, Chapter V, pp. 173, 174. 
?Henry Bérenger, L’Europe nouvelle, “L’Accord franco-américain sur 
les dettes de guerre” (Paris, May 8, 1926), p. 658. 
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tainly contemporary investigations were greatly handi- 
capped by secrecy.! 

It is fortunate for the student of monetary theory that 
there are only two things which he must know about the 
budget. In the first place, he must be able to tell in a gen- 
eral way whether large deficits existed, that is, ten, twenty, 
or thirty billion frances. In the second place, he must then 
try to understand the attitude of public opinion toward 
the budget and why it rejected inflation, turned away from 
loans, and finally accepted taxation. A general understand- 
ing of these two aspects of the situation, however incom- 
plete, is not inadequate for an analysis of the variations in 
the value of the franc. The purpose in this case is not to 
explain in its entirety any one of the multitudinous factors 
in the economic situation, but to bring out the relation 
between those factors—namely, between the budget, ex- 
changes, and prices. The importance of budget deficits must 
be admitted at the outset. It is true that small deficits can 
be absorbed in the general financial systems, that is, by the 
Bank, the treasury and the credit institutions, who can 
handle them without serious shock to the price-trade-pro- 
duction situation. Small deficits existed before the war and 
will probably recur unnoticed. Large deficits, however, can- 
not be tolerated in a healthy condition of affairs. 

It is clear that deficits of this kind existed. In working 
over the various estimates in government and private 
reports one arrives at conclusions which are illuminating, if 
not accurate, as to precise amounts. Government figures for 
deficits were, until the end of 1925, billions of franes below 
what might be called the effective deficit. Secondly public 
opinion was very confused and gradual progression towards 
adequate taxation was possible only after the situation of ? 
public finance became obviously alarming. 

A study of the size of the deficits is essential, despite all 


*G. Charbonnet, La Politique financiére de la Banque de France (Bor- 
deaux, 1922), pp. 21-25. 
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these difficulties. The figures are large even if we reduce the 
paper franc values to gold dollars. Fifty billion francs, the 
highest official figure given for the year 1918, amounted 
to almost ten billion dollars at that time, or about the 
equivalent of the total gold value of the French and English 
debt to America. It is probable that the addition of treasury 
deficits to those of the budget would have made the sum 
larger. Granted this, it is probable that, in the following 
years, deficits as indicated by government figures declined. 
The yearly average to 1926 was probably about 25 billion 
franes, if one can judge by the increase in the public debt.? 
Deficits declined to about 10 billion francs in 1926. The 
improvement was due not to any considerable decline in 
expenses, but to the gradual increase of taxation. 

Contemporary opinion indicates a vague realization of 
what was going on. It is interesting to note to what extent, 
either because of direct economic relations or because of 
conscious discounting, facts conformed to theory. It appears 
that neither speculation nor the changing price levels were 
influenced by the finer shades of change in the budget 
deficits which were of extreme interest to those in the min- 
istry of finance. It was the larger changes that brought 
about marked fluctuations in the franc. No close correspond- 
ence existed. This was true because of the lingering ignor- 
ance of the French as to the budget. Part of this may be 
explained by the publication in 1924 of figures showing a 
decreasing deficit in the Inventaire of the Minister of 
Finance, Clémentel. These figures were so incomplete as to 

*See infra, this chapter. 

* Henry Chéron, Rapport au Sénat, no. 84 (Paris, February 22, 1926), 
p. 277. The increase in the debt was from 33 billions to approximately 300 
billion at the end of 1925. See Chéron report for the internal debt until 
October; it increased until the official figure given for March 31 was 297 
billions. See Projet du budget for 1927. 

*J. R. Cahill, British Overseas Trade Report, Economic and Industrial 
Conditions in France, 1925-26 (London, 1927), p. 37. Indication is given 


here of the increase in certain of the taxes, the greatest being that of the 
business turnover. 
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give a false impression of the situation. It is not possible 
here to analyze in detail the reasons and nature of this 
incompleteness. The presentation of the subject in Pro- 
fessor Moulton’s book! gives much light on the subject 
for the student who wishes to make further critical study 
of the budget figures. The deficits are given by Clémentel 
as follows: 
TABLE XXVIII 
BUDGET,’ 1914-1924 
(in billions of francs) 


Expenditures Receipts Deficit 
TOTES er creeaere ene 10.4 42 6.2 
LOTR eee Pepe 4.1 18.0 
1 OLGeryace eee 36.8 49 31.9 
LOM renee nee 44.7 6.2 38.5 
TOUS a aeeiors wee 56.7 6.8 49.9 
LOT errs: secretes 54.2 11.6 42.6 
1920 See crassa 58.1 20.1 38.0 
O21 ieee cee 51.1 PHA 28.0 
LS PASS Rise tices bo tic 48.9 24.2 24.7 
19235 Geman terete 45.8 Pal Sf 18.1 
VOZ4 oN stsrmee stere 40.2 31.1 9.1 (provisional) 


THE SITUATION IN 1924 


These figures, published in 1924, were staggering to the 
Frenchmen who had just begun to suspect the existence of 
deficits. The document received some attention even though 
it was highly technical and concealed almost as much as it 
revealed. Observers noted that there was less cheerful ignor- 
ance after its appearance, and that the political struggle 
over possible tax expedients roused more general interest. 
No one among the more enlightened leaders found it to his 
advantage at this tme to admit the full extent of the diffi- 
culties. Many probably did not really know them. In fact, 
the possibility that the franc might never return to par 
was hardly suspected and had not yet been admitted in 

*Moulton and Lewis, op. cit., pp. 69-95. 


7Etienne Clémentel, Inventaire de la situation financiére de la France 
au début de la treiziéme législature (Paris, 1924), pp. 14, 21. 
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*See Appendix for figure. 
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parliamentary debates. The blame for the 1924 exchange 
crisis, which may properly be put on the foreign specula- 
tors, may be placed to a lesser extent on the French internal 
situation as well. The sensational fall and rise of the franc 
did more to arouse the public to the emergency than any 
number of parliamentary discussions or financial studies. 
Confusion of thought continued, but at least more people 
were thinking. With this change, the bearing of the political 
situation on the economic became more immediate. At this 
time capital movements became more ominous. Two factors 
brought to pass the improvement of the situation in March, 
1924. The passage of the twenty per cent tax increase, 
known as the double décime was a hopeful sign of sane 
methods. As a sequel to this the government obtained the 
Morgan loan with which to fight the speculators. Thus the 
immediate budget and treasury situation was improved and 
the panic abated with a firmer government attitude. The 
troubles over the value of the franc, however, were scarcely 
begun. 

The precise amount of the deficit in this year cannot 
yet be ascertained. Professor Moulton has estimated it at 
16 billions.? There are other figures which should be com- 
pared with this. For instance, one should note that the pro- 
visional figure given by Clémentel was 9 billions. The 
growth of the internal debt was 10 billions. There is not 
such a wide discrepancy between these figures as to cast 
serious doubt on them as accurate indications of the situa- 
tion. Farther than this it would hardly be wise to go; to 
attempt to place the amount at some exact point between 
the two estimates would be unwise in view of the fragmen- 
tary material. 

The analysis made of the budget by Moulton is instruc- 
tive. It is probable that at this date he himself would 
wish to modify statements which were as accurate as pos- 
sible at the time of publication. His estimate has been criti- 

*See supra, Chapter V. * Moulton and Lewis, op. cit., p. 92. 
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cized by M. Meynial, who sets a lower figure. The discussion 
between them brings to light some of the mooted points. 
Professor Moulton, in his study, shows clearly the contrast 
between the American and the French points of view on 
budget procedure. He also states plainly for the first time 
the significance and the extent of extra-budgetary govern- 
ment expenses. His statement probably places the deficit 
too high. He reaches the total of 16 billion franes by adding 
the following items: 
TABLE XXIX 
THE 1924 DEFICIT? 


(in millions of francs) 


General abudeeto.aiie hans ditt petty: 27,730 
LCCOMET ALN ete ita tera aye) a1 a7 ns ed, ccsapyy 12,344 
Special account: 

Maintenance of troops of occupation.......... 818 
SOLA Beet ee a ey AS a), Oe 40,892 
Total less cancellations.................... 40,091 

TABLE XXX 


EXTRA-BUDGETARY EXPEN DITURES 
(in millions of francs) 


CTODE NOMONU Sais as pared ts 0 ea Cone, Deeb 2,064 
Securities turned over to sinistrés............... 790 
Amortization of external debt.................. 1,200 
Advances $0 TallWaysar nies ic goes ccncics .. 667 
Interest to the Bank of France................. 696 
Total, extra-budgetary expenses ........... 5,417 
Total expenses (less cancellations). 0.0.6.6. 0006. 45,508.6 
BS EVCUMCU MEE Neat ee etc ee 28,980.1 
| BSN UY *AcoR paras Soci tad ie a ee 16,528.5 


One or two modifications leading to a somewhat lower esti- 
mate of the deficit should be made in these figures. For 
instance, M. Meynial ® criticized this estimate, saying that 

* Moulton and Lewis, op. cit., pp. 93, 94. 

*Pierre Meynial, Revue d’économie politique (Paris, November- 
December, 1925), p. 178. This first criticism is not justified as Professor 
Moulton apparently made due allowance for the usual inclusion of this 
item in both budgets. 
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Moulton, by adding the recoverable and the ordinary 
budgets, has counted twice a sum of about three and a 
half billion francs, and that, in addition to this, receipts 
to the extent of 819 million francs from Germany have been 
omitted. 

Sums spent for amortization should logically be deducted 
from budget expenses if all borrowings are likewise to be 
deducted from receipts. Amortization is not easy to com- 
pute exactly from available figures. It seems probable that 
if all such payments, including those on the external debt, 
repayment to the Bank of France, and budgetary payments 
on the rentes amortissables, are added together the sum 
would be four or five billion francs; in Professor Moulton’s 
statement of extra-budgetary expenses there are nearly two 
billion franes. 

The many factors which obscure the situation make it 
hardly worth while to continue the effort to arrive at a 
precise figure for the deficit. A consideration of the avail- 
able facts leads to the conclusion that the deficit of 1924 
was not much over 10 billion francs. This is approximately 
Meynial’s estimate. If such a conclusion as a 16 billion france 
deficit is set against changes in the debt, it is apparent 
that Moulton has over- rather than under-estimated the 
amount. Money spent must have come from some source, 
either from revenues or from borrowing. Since govern- 
ment securities did not increase more than 10 billion 
francs, according to the official statement, the deficit can 
hardly have exceeded this figure by a large sum. The official 
provisional statement of the deficit, in the Clémentel 
Inventaire, is nin. billion francs, certainly a minimum 
figure.* 

Tue 1925 Drricir 

The amount of the 1925 deficit is even more uncertain 
in some respects than that of 1924. Official estimates, such 
as those given by Caillaux and the succeeding ministers of 

1 Hon. George Peel, The Financial Crisis of France (London, 1925), p. 299. 
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finance, are obviously conservative figures. The real deficit 
was, for the most part, concealed. In the search for the 
forces behind inflation and behind the changes in the float- 
ing debt one must get nearer the real needs of the govern- 
ment and go beyond the changes which were merely paper 
transfers from one kind of debt to another. Official figures, 
though various, seemed to favor an estimate somewhere 
between four and six billion francs. A critical study of these 
estimates and some of the facts lying behind them increases 
the impression made by the above study of 1924. Although 
progress had been made toward frankness, there was no gen- 
eral, clear knowledge of the situation. Even the officials 
most concerned differed honestly as to the amounts to be 
secured. 

The whole question of how to treat amortization is uncer- 
tain. There are a number of items in the budget to cover 
the payments on the rentes amortissables. There are, more- 
over, small sums to meet certain payments on foreign debts. 
In addition to this, the treasury paid out in 1925 large 
amounts for the purpose of meeting debt maturities. The 
question naturally arises as to whether the deficit should 
include these items, not normally dependent on the ordinary 
receipts and expenditures. Moreover, a considerable part of 
this amortization was offset by an increase in another form 
of the debt, that is, the advances of the Bank of France to 
the state. It is not clear whether this should be made to 
offset the reduction of other categories of the debt or 
whether the advances by the Bank should be considered as 
an indication of the amount of the deficit. The total maturi- 
ties for the year 1925 were about 22 billion franes.? 

This strain on public resources led to an increase of cer- 
tain parts of the debt, notably the advances of the Bank to 
the state, which was almost. precisely equivalent to the 
reductions of the bons du trésor and parts of the debt. If 
these are taken as offsetting items, the remaining deficit is 

*See supra, Chapter V. 
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indeed small. Such a procedure would hardly indicate the 
real difficulties in the situation, nor the fact that the ad- 
vances meant inflation of the note circulation. That is, the 
most unstable and menacing part of the debt was increased, 
the part which affected prices most directly and led to panic 
on the exchanges. Just such a shift from one form of debt 
to another, through the deficits of budget and treasury, 
brought the two crises of 1925 and eventually the accept- 
ance of a new tax program. It is necessary, therefore, to 
consider further the matter of this deficit. 

We can examine the matter from either of two angles. 
The first is the question of the changes in the internal debt; 
the second is the difference between revenues and expendi- 
tures. The apparently different results of this approach are 
substantially consistent, and can be reconciled to each other. 
By both methods one arrives at a deficit of ten billion francs 
for 1925. This statement is made with the knowledge that 
it is not completely accurate. Those who are most familiar 
with the French situation realize most clearly how impor- 
tant these qualifications must be. Debt statements were 
not issued frequently by the treasury; they appeared only 
once or twice a year. Moreover, figures regarding the bons 
de la défense were admittedly unreliable because of the 
shifting nature of these investments, which led to large 
day to day fluctuations simultaneously all over France.’ 

The official statement of the internal debt for the year 
is found in the Chéron report: 


TABLE XXXI 
The Int-mal Debt, 1924 and 1925? 
Dee (811924702 cee eee 280,637,000,000 francs 
Oct. 311005 ee sei eet 283,811,000,000 francs 
Tnereasé: | peoneetaceee cet 3,471,000,000 frances 


1It should be remembered that any post office could issue these and 
the amounts could not be regulated. This caused considerable anxiety in 
1926 and 1927, when demands for these bons increased very greatly with 
increasing confidence. 

? Henry Chéron, Rapport au Sénat, no. 84 (February 22, 1926), p. 277. 
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A careful analysis of the changes in different parts of the 
debt reveals the fact that this statement of the increase is 
to be depended on as the real increase of the formally 
acknowledged debt. Moreover, the discussion in the Cham- 
ber of Deputies for February 16, 1926 shows the following 
situation. 

TABLE XXXII 


CHANGES IN THE INTERNAL DEBT DURING 1925? 
Increase 


(Million francs) 
Perpetual and long-term debt.................. 5,942 
ACVANCES DY the, Danke.« bok are neds oe te veces 12,900 
MOtal MNCTCASO ars eatenic thease Coiseten Cicue oe crk ts 18,842 
Decrease 
ro) OYE) KO #2) 90S Ne 6 3) 0) SRP aN rade er 6,736 
National cdetensespille nan. es caus wae cite rele 9,031 
PU GLAU LOCT CASE casa seen cies fa eae ae eee eels 15,767 
INChpIMeTCASOs sete c ata ts eee ehe eee 3,075 


This figure—three billions for the increase in the internal 
debt—may be taken as a starting point in calculating the 
budget deficits. This does not serve our purpose, however, 
as has been said above, for it is the shift from treasury 
bons to notes that caused the main difficulty.2 We must 
consider to what extent and under what conditions the in- 
crease in the note circulation was synonymous with the 
deficit. It is important to attack the problem from the other 
side, to recognize the importance of changes in the form, 
as well as the size of the debt, for instance, the substitution 
of advances by the Bank for bons. 

Let us turn now to a calculation of the deficit based on 
the differences between receipts and expenditures. As the 


* Journal officiel, Chambre, February 16; See also Chambre, annexe No. 
2316, Cartel Budget Proposal. 
*See supra, Chapters V and VI. 
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budget was originally drawn up, a surplus was forecast for 
the year 1925. This hope was based on the idea that the 
1924 deficit would be very small. However this may be, 
the surplus for 1925, anticipated at the time of passing the 
budget bill, was estimated at only a few million francs, 
a negligible sum when added to 30 or 40 billions for the 
total budget. The budget project met with repeated delays. 
In fact, the government lived on provisional credits until 
July.1 For various reasons tax receipts fell below ex- 
pectations by about two billion francs. This made some 
deficit inevitable, but its actual size was not realized for 
months. 

Calculations of the increase of expenses over estimates in 
1925 are entirely provisional at this time. They are gener- 
ally considered to amount to more than four billion francs. 
They fall under the following headings. 


TABLE XXXIII 
EXPENSES IN EXCESS OF ESTIMATES? 


(In millions of francs) 
Payments on the external debts (included in the 


budget) oy cctias cos carers ore sar areneneeeleee ia tpeatete atari 1,000 
Post, telegraph, and telephone................. 300 
Railroad subsidies ssc. 6 oss wave ao sales see ep tatetcl ee 700 
WarinesyriavandelvVioroccomsermiisterstterretertate tet 800 
PO@NSIONA S24 eis aie wes hace soles naveet AU ele meonseeenae 1,600 

Total, teach ae tase Co eee eee wettest a eet re 4,400 
Taxes less than estimates. :.. isis. sees tiecnee« 2,000 

, 6,400° 


*Special reprint of law, Projet du budget 1925, Chambre, annexe No. 88 
(Paris, July 14-17, 1925), Journal officiel. 

4Louis Loucheur, Exposé des motifs du projet du budget, Chambre, No. 
2180 (Paris, 1925), pp. 296-306. This is based on Loucheur’s statements and 
various discussions in the public press. 

* Tn an interview, Loucheur said that the deficit was only three billions, a 
statement which must be based on a deduction of three billions due to the 


THE BUDGET 385 


There is a second budget estimate that is worth consid- 
ering. Louis Dausset, a recognized authority on French 
finance, reaches a figure of about nine billion for the deficit 
on the budget proper. There is no reason to think that his 
figures are as accurate as those given by Loucheur a few 
weeks later, but they should be taken as a confirmation of 
the opinion that the Loucheur statement has not in any 
case overestimated the expenditures. Dausset’s figures given 
in the Information are as follows.? 


TABLE XXXIV 
ESTIMATE OF DEFICIT 


(Millions of francs) 
Failure of revenue as compared with estimate.... 5,000 
Post, telegraph, and telephone................. 1,000 
SVUG aNd. VM OTOCCO.. te aks eee oes ae od ales 1,000 
NESCOIATCOUSNe cre in ee cen ete seit cea eke 1,000 
TOCA he oe eres ewes aot titi ae Eee 8,000 


Sifting carefully the known from the unknown, the impor- 
tant from the unimportant, one arrives at certain useful 
results. In the first place, budget deficits were large enough 
to throw the whole monetary mechanism out of gear from 
the beginning of the war until the end of 1925. In the second 
place, these deficits were offset by loans, and notes, which 
were in a sense loans from the Bank to the state, and which 
added to the permanent burden of the state. In the third 
place, in the year 1926 and after, the gap was so nearly 
closed that we can leave the further estimates of the pos- 
sible small deficits to those. who can devote themselves to 
the intricacies of French public finance. And finally, the 
difficulty which the expert finds in arriving at any definite 
figure must stand as a sign of the uncertainty and ignorance 
hoped-for increase in taxation voted December 4. This hardly seems to be 
a justifiable modification, however, since the taxes had not been completely 
collected by March, 1926, and will not necessarily be applied to the expenses 


of 1925 exclusively. 
* Louis Dausset, L’Information, midi edition (Paris, November 28, 1925). 
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of people at large, who had less time and experience to 
apply to such matters. They did not learn until almost. too 
late how to protect themselves. Loucheur,! finance min- 
ister in December, 1925, made revelations for which he 
deserves considerable credit, since they turned people’s 
minds towards two possible ways of escape. For the indi- 
vidual, escape lay in securing gold value securities and bank 
deposits. For the nation, rescue lay in a rigorous tax pro- 
gram. The subsequent turn of affairs in 1926 hinged on the 
question as to whether the people of France, acting indi- 
vidually to depress the francs, would overwhelm the efforts 
of the people as a state to bring about a new budget régime. 
It was the collective force, rather than individual interests, 
that won in the crisis of July, 1926.? 

The clearest indication of the improved budget situation 
in the years 1926 and 1927 is the relative stability of the 
total internal debt. Notable also is the sharp decline in the 
total of advances made by the Bank to the state. These 
were less than 24 billions in January, 1928.8 

From 1926 on, inflation, if it occurred in France, was due 
to pressure of commercial needs rather than to direct de- 
mands from the state. It is true that the large sums invested 
in the internal debt tended to have an inflationary effect on 
economic life and that some of this effect might work itself 
out slowly after the direct demands of the treasury had 
ceased. It is possible that this was actually the case in 
France in 1928, when there was an increase in the note cir- 

*Louis Loucheur went out of. office under a cloud of criticism. There 
were two main reasons: one wa: condemnation aroused by a large personal 
fortune and the other lay in the fact that he had imposed heavy taxes. 
See supra, Chapter V. 

7One must grant due credit to M. Poincaré, but it is important to 
realize that the general willingness to turn over control to him was the 
important factor in his success. He was not a man of many schemes, as 
was Caillaux; he was, however, a statesman who called forth the universal 
comment, “J’ai confiance.” 


*Le Pour et le contre (January 8, 1928), p. 42. The exact figure given 
in the Bank of France statement of December 29 was 23,900 millions. 
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culation of approximately five billion francs. It has been 
pointed out, for instance, that government security as col- 
lateral could serve as the basis for loans. Moreover, as the 
government tended to cut down its floating debt, a certain 
amount of cash was forced into circulation, which might 
have an inflationary effect on business greater even, than 
the amount of cash actually originating this movement. 
The possible relationships are interesting but they are 
merely effects of the general situation under consideration 
here, namely the disappearance of the budget deficits as an 
influence for inflation and the tendency of the government 
to cut down the public debt, even though the change was 
very small in amount. 


Depreciation Not THE Cause or Dericits 


There is one line of theory which has a very real bearing 
on the practical handling of a disturbed budget and cur- 
rency situation. This is the supposed relationship of prices 
and exchange rates to budget deficits. It has been stated. by 
some that budgets cannot well be balanced while the value 
of money is changing. Looking at the matter from a 
purely theoretical point of view, there is much to be said 
for this reasoning. This does not mean, however, that it can 
be applied to every practical situation. It is apparent, for 
instance, that in the case of France the budget was more 
urgently in need of attention as a cause of exchange dis- 
turbance than the exchange as a cause of budget deficits. 
This question goes beyond the limits of purely abstract 
theory in its importance. It is a matter of practical states- 
manship whether it is wise to stabilize a currency first or 
to attempt to wipe out large budget deficits before holding 
the currency to a fixed value. 


*J. M. Keynes, The Nation, “Some Facts and Later Reflections about 
the France” (London, January 30, 1926), p. 604. Mr, Keynes here dis- 
cusses practical measures to improve the French situation, which was so 
very uncertain at the time of writing. He says, “I maintain therefore that 
the first step is to prevent further exchange depreciation.” 
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There was some doubt in 1925 and 1926 as to which policy 
should be pursued. The uncertainty was, to a large extent, 
dissipated by the report of the Experts’ Committee. They 
indicated that, since the first cause of depreciation had 
been budget disorder, the first remedy must be the balanc- 
ing of the budget.1 The report was submitted on July 
8, 1926. Immediately after this, occurred the alarming 
panic on the exchange and the rapid change of ministers, 
ending in the Poincaré régime.? The Experts’ Report was 
not definitely acknowledged by Poincaré as an influence on 
his subsequent measures for the reordering of finance, but 
its effects are seen in the nature of the remedies chosen. In 
many important respects the steps resemble the simple but 
forceful suggestions outlined in the report. However this 
may be, the government did take steps to prevent budget 
deficits before the franc was pegged and before stabilization 
became either an actual or a legal fact. One such step was 
to lessen the pressure of the floating debt on government 
resources, and another, to make provisions for taxation. 
After such measures, the franc tended to rest at a point 
slightly below four cents and there the government age 
pegged it from December, 1926, until 1928. 

There are a number of reasons why, in the French case, 
the budget balance had to precede stabilization. One of the 
main reasons lies in the fact that the taxation was so evenly 
balanced between direct taxes that did not vary with prices, 
and indirect which did change with price movements. A 
second explanation is that a large part of the expenditures 
were fixed irrespective of prices. Another major reason 
was that those who were speculating, both professionals and 
outsiders, had learned to look to the budget as one of the 
main signs of the financial condition of the country. In any 
case, a careful analysis of budget items, both as to expendi- 
tures and as to receipts, shows that the government was 


* Rapport du comité des experts (décret du 31 mai, 1926), p. 53. 
7See supra, Chapter V. *See infra, this chapter. 
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wise in handling the various problems in the sequence 
which was actually adopted. It must be added at this point 
that the conclusions here reached are pertinent only to the 
French case. If depreciation had been greater, it is possible 
that the German method of stabilizing the mark first would 
have been more appropriate; if depreciation had been less, 
it is possible that the English method of budget balancing 
by heroic taxation would have been applicable sooner. 

The analysis of the budget items which bear on this ques- 
tion, given below, was made in 1925, before the question 
of policy was actually decided upon. There is no need, how- 
ever, for modifications at the present time, since events 
have corroborated the general conclusions drawn. The prob- 
lem naturally divides itself into a consideration, first, of the 
influence of internal prices on the budget, and second, the 
effect of exchange rates on the budget. 

First, then, it is important to note that, regarding price 
changes, increases have been less than twenty per cent in 
the years of severe depreciation between 1920 and 1927. 
The following table gives the approximate differences, 
judged by a comparison of the figures for January of each 
year: 

TABLE XXXV 


WHOLESALE PRICES IN FRANCE? 
Yearly changes 


1920-1927 
(1914 = 100) 
f Percentage 
Index Net Increase 
January of Number Change or Decrease 
TOZ0 ees aes Satee 415 —82 — 20 
MOT 2 ererwia versie (seh as 320 — 95 — 30 
NODS ere coat F ie aleia ki otngniees 395 75 19 
NO a Phone Sat ereinar ols (ork cae 505 110 20 
TOD te Ese Sos Sole eta 525 20 4 
DODO Pra tc icin Gini 647 122 20 
POS SIONS OMY Bale We ta 635 —12 — 2 


*See figures in appendix. 
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The changes here given are wholesale prices, but the case 
would be even stronger if retail prices were chosen, for, 
despite the unusual situation which prevailed, the changes 
of the retail prices each year were less than those of the 
wholesale. The index of wholesale prices is the more serv- 
iceable, however, because it represents more commodities. 

The next step in the analysis is to see what sums may be 
taken to vary with varying prices, that is to say, what. part 
of the government expenditures move in sympathy with 
prices. It has been recognized that the total of all govern- 
ment expenses has not been easy to determine. The reason 
for this lies partly in the outlays of the treasury and partly 
in the various items grouped under supplementary budgets. 
It is possible, however, to arrive at a fairly accurate figure, 
and then to allow a reasonable margin for error. The figures 
given below are taken from the Chéron report and will serve 
our present purpose. 


TABLE XXXVI 
FRENCH BUDGET? 


(Millions of francs) 


Amount of Budget 

Debt Total Exclusive of 
Year Service Budget Debt Service 
1920 eee ee 11,269 40,209 28,940 
UO bees ice head 11,410 37,178 25,768 
1920 omy oe 14,144 37,428 23,284 
LOZS eee eee 14,676 37,944 23,268 
[Soden 15,622 35,837 9N'915 
1OQD Ate Soe 15,484 34,220 19,246 
NEPA Deron BL 15,881 : 36,646 20,865 


*The wholesale index is made up of forty-seven commodities, whereas 
the retail index is based on only thirteen. There is a less used wholesale 
index based on forty-five commodities. 

*Henry Chéron, Rapport au Sénat, no. 84 (February 22, 1926), pp. 290, 
291. The dette viagére, that is, fixed charges on account of pensions, relief, 
and other similar obligations of the state, is not included in the service of 
the debt in this statement, since it might well be argued that pensions 
should have increased with prices. This did not take place to any marked 
degree. See also Journal officiel, Chambre débats, January 27, 1928, p. 335. 
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If this table is compared with the one which precedes it, it 
will be noted that in the years of greatest price increase, 
1923 and 1925, budget expenditures exclusive of interest on 
the debt—but including pensions—amounted to 23 and 20 
billion franes, respectively. A further calculation will show 
that, without making allowance for hidden appropriations 
which could hardly have been large at this time, the maxi- 
mum possible increase in budget. expenditures due to in- 
creasing prices must have been less than five billion francs 
during these years; that is, twenty per cent of 23 billion 
francs should serve as an outside estimate for the years 
1920 through 1926. Moreover, it is hardly reasonable to 
assume that this maximum increase ever became a fact for 
a number of reasons. In the first place, retail prices lag 
behind wholesale and a part of the budget expenditures 
would be more influenced by the retail price situation. In 
the second place, one can see from a study of the actual 
budget outlays, exclusive of interest, that increases were 
throughout the period less than five billion francs a year; 
in most years expenditures declined. 

It is well to look more closely, however, into the nature 
of budget expenditures. The budget law considered most 
carefully in arriving at the above conclusions was the 
Projet du budget for 1925,' a year of marked depreciation. 
A study of the various appropriations reveals the fact that 
they were, to a considerable extent, for wages and salaries. 
Other items were for cost of material for the equipment of 
government offices or employees and for construction under- 
takings in which the state was engaged; some of these items 
would naturally be those arranged for by contracts months 
in advance, and so would be insensitive to uncalculable 
changes in prices. In view of these well-known facts, it 
seems reasonable to set the increase in expenditure attrib- 


*Loi des finances de 1925 (Paris, printed but not published by the 
Bureau de statistique et de législation comparée). See especially pages 37-79 
and pages 418-496. 
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utable to rising prices at three billion francs. Even if it is 
higher than this, however, and attained the maximum of 
five billion indicated above, this would amount to only four- 
teen per cent of the total budget, including interest items— 
a figure which was large but still less than the changes in 
revenue which occurred at this time. The analysis indicates, 
therefore, that the deficits were not to any large extent 
caused by this aspect of the situation. 

The estimate here given is confirmed in a general way by 
an unpublished study of the statistical department of the 
Morgan Bank of Paris. The effect of price increases upon 
material expenditure is here said to be approximately 
twenty per cent. If this is adjusted as a percentage of the 
total budget expenditures, it amounts to approximately 
three billion franes, as stated above. 

A careful study of the individual items is the basis for 
choosing the lower of the two limiting figures. If an exam- 
ination is made of innumerable separate appropriations 
which make the budget very complex, one finds, for in- 
stance, that the Ministry of Finance paid out about two 
billion franes in salaries and indemnities, neither of which 
was a category affected immediately by changing prices.” 
In fact, in 1925 a large part of the 22 billion francs allotted 
to this ministry could not very well change during the 
course of any one year.* Turning then to expenditures of 
the Departments of the Army and Navy, which totaled five 
billion franes,* a considerable part was used for the pay- 
ment of salaries and wage®’ and the support of military 
colleges—institutions which were not able to increase their 
appropriations as prices rose. Taking a third instance, the 
Department of Justice, an examination of the separate 
items shows that few were apt to be influenced by price 


+The Morgan Bank, Report of January 28, 1927. Confirmation in this 
report is interesting for the figures were reached independently. 

2Very few changes would be made in these without the passage of laws 
which were hotly contested and suffered long delays. 

> Loi des finances de 1925, pp. 423-432. *Tbid., pp. 442-452. 
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movements over a period of months. It is not possible to 
give here a detailed list of such separate items and the 
reasons in each case for thinking that they would not be 
altered with the rising price level. It is sufficient, perhaps, 
to refer the reader to the original material for a confirma- 
tion of the conclusions made here. Such an examination 
will show that the department most apt to be affected is 
the Ministry of Public Works. Appropriations to this de- 
partment, however, amounted to merely one and a half 
billion franes in 1925. Then, the Ministry of Foreign Affairs 
would also be affected by changes in prices and exchange 
rates, but the sums assigned to it came to less than a billion 
frances, and so would not occasion any considerable change 
in the total expenses of the state.! 

One must carry the analysis further to include the influ- 
ence of the rising exchange rates on the budget, as well as 
the influence of prices on the budget. The study which has 
been made shows that it is much like that exerted by the 
price level; it is probably less in extent, since there are 
comparatively few of the requirements of the state which 
must be met by goods purchased abroad. It is not possible 
to estimate exactly to what extent the exchanges would 
accentuate or lessen the effect of prices on the budget, since 
it is impossible to ascertain at what dates the government 
bought commodities abroad, or what arrangements were 
made in regard to payment. It is probable, however, that 
by means of provisioning the treasury in advance with ex- 
change credits and, in some cases, with the help of foreign 
loans, the state avoided paying at the extremely high rates 
which the pound and the dollar reached during certain 
weeks. There was, for example, a maximum net change in 
the cost of the dollar in 1926 which amounted to thirty 
per cent. It is reasonable to assume that the difference 
between the budgetary estimates of government expendi- 
tures for foreign exchange in 1925 was on the average well 

"Lot des finances de 1926, pp. 495, 496. 
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under this increase of thirty per cent. This effect would be 
felt on a much smaller number of items than those already 
said to have been influenced by price movements. It should 
be noted that payments on the external debt were not large. 
In the year 1927 total payments exclusive of those to the 
United States equaled 305 million gold francs, and the 
actual cost of these payments was calculated at a high rate 
of exchange, namely 150 paper francs to the pound ster- 
ling.t An examination of the exchange rates during the 
year shows that the government would have gained by a 
considerable margin on this appropriation.” It is fair to 
assume that the government handled this situation with 
a reasonable degree of foresight, and the above cited con- 
servative provision for 1927 payments confirms such a view. 
There is no indication that the government lost on this 
score. Certainly those who handled the treasury accounts 
were in a position to know the coming fluctuations of the 
exchange rates before the man in the street could be aware 
of them. 

Although these estimates are in no sense exact, they are 
far from being the result of mere guess work. The figures 
here given have been compared with comments on the 
budget in financial reviews and with those in reports of 
various organizations which have not, in most cases, been 
published. The conclusions were almost invariably the 
same; that the trouble with the budget arose, in the first 
place with the growing debt charge and, in the second place 
from large unpredictable drains on the treasury for repay- 
ments of maturing national d-fense bons, both of which 
facts led to increases in the advances by the Bank of France 
to the state. This was the one source of funds which did not 
dry up after the government had turned to it repeatedly. 


*Le Pour et le contre (October 17, 1926). The payments for 1926 had 
been 350 million gold francs. See also the Revue d’économie politique 
(Paris, March-April, 1926), p. 258. 

* The actual exchange rate was about 125 francs to the pound during most 
of the year. 
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The reason for its unique responsiveness lay, of course, in 
the ability of the Bank to print notes for the government 
on request. The more general factors which lay behind 
the inability of the state to float new loans or pay the 
interest on old loans was, in the last analysis, confidence, 
which varied sharply from day to day. 

Further, it must be observed that price changes affect not 
only the expenditures but the income of the government, 
and in the case of France a rise in price meant a consider- 
able rise in taxes. It is best to confine the present discus- 
sion to a statement of the increase in the business turnover 
tax. This came to be one of the very important. sources of 
revenue after the war. It was put into effect in 1920 and 
began to return more revenue than the income tax almost 
at once. The yield increased with the activity of French 
business. The figures taken from the budget are somewhat 
ambiguous because the rate of the tax, as well as the pro- 
ductivity due to price conditions, was altered. The change 
is due to this cause as well as to rising prices.1 


TABLE XXXVII 
YIELD OF THE BUSINESS TURNOVER TAX? 


(In million francs) 


120 weet wate eee ua wd 942 
LSPA ee rake eee a 1,911 
ISPD. oes pled ante 0 tang Aa ier Sala 2,281 
A Sa ne ie oe 3,015 
LODE RM ARM Mr cite Leyes ee a 4,090 
Ls Oe ae a ea PR a 4,535 
BOL Mss Me het: nt Sted ys 7,468 
ILE WORE SF pel OR a 8,000 


The increase in 1925 was about five hundred million francs 
and in 1926 about three billion francs. In the latter case, a 
fraction of the increase must be attributed to the increase 

*The original rate of the tax was one and one-tenth of one per cent; 
this was increased to one and three-tenths of one per cent after voting the 


double décime in 1924. In 1926 the tax was increased to two per cent. 
*See appendix. 
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in the rate. This tax, and other indirect taxes, helped to 
fortify the French budget against sudden price changes, and 
is one reason for the advocacy of such taxes in the Ex- 
perts’ Report. Among the other taxes of this general 
nature may be mentioned the régistration tax, which in- 
creased about one billion francs in 1925. The total of all 
increases in 1926, as compared with 1925, was 10 billion 
franes.? The increase of 1925, as compared with 1924, was 
three billion francs. In the light of these facts, it seems 
reasonable to assume that the increase was directly attrib- 
utable to the increase in prices to the extent of more than 
two billion frances; this figure might well be accounted for 
by receipts from the business turnover tax alone. If this is 
correct, the deficiency caused by increased expenditures was 
very nearly met by receipts increasing automatically with 
rising prices. Budget deficits from this cause might occur, 
but they could not be very large. 

French experience has borne out this line of reasoning. 
Once deficits were eliminated by serious efforts to increase 
taxation, the value of money tended to become stable. The 
fluctuation of the currency had been an effect more than a 
cause. 


Keynes’ Souution 


There has been another and contrasting theory with 
regard to the budget, which has been most clearly expressed 
by Keynes. He has seen in the effect of price changes on 
the budget an active force to relieve the government of 
the large burden of the debt charge.? So he reasoned that 
if, with a budget of 40 billion francs, the debt service were 
more than 20 billions, there would be a heavier real sacri- 
fice to the nation than if the total budget were 60 billion 


* Rapport du comité des experts (décret du 31 mai, 1926), pp. 22-29, see 
especially page 27. 

*J.R. Cahill, op. cit., p. 36. The figure for 1925 is here given as 32,957 
million francs; 1926, 42,457 million francs. See appendix. 

“J. M. Keynes, The Nation, loc. cit., pp. 515-517. 
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francs while the interest on the debt remained at about 
20 billion frances. Such a change in relationships might come 
about with inflation and rapidly rising prices; so he urged 
the French minister of finance, “whoever he is or may be,” 
to take steps in this direction. He says that the trouble in 
the past had been that ministers of finance “have failed in 
spite of all their efforts to depreciate adequately the internal 
purchasing power of the franc.” This suggestion is most 
interesting, because it runs counter to the accepted ideas 
of what a country should do. Certainly the French had 
achieved, in their own minds, a great moral victory when 
they resolved to stop depreciation. In Keynes’ suggestion 
we find a startling challenge to such newly won principles. 

There is surely a fallacy hidden in the apparent sim- 
plicity of this solution. In the first place, violent changes 
are almost always harmful to productive life, and if such 
changes were to take place it must be on a large enough 
scale to alter materially the relation of the debt to the 
whole budget. In the second place, Mr. Keynes does not 
mention in this connection the very real political and eco- 
nomic difficulties in the way of increasing revenues to meet 
such a new situation. As has been said above, some revenues 
increase with rising prices, and thus with inflation, this 
holds true only with relatively slow changes such as we 
have indicated—less than twenty per cent a year—whereas 
more violent changes might lead to taxation of industry 
that would be repressive, and to a net decline of tax receipts. 
It is not possible that the whole increase could come auto- 
matically; there would have to be new laws to increase 
direct taxation as well as indirect. Legislation, moreover, is 
slow and controversial, deficits become cumulative waiting 
on parliamentary action, and the danger of a complete 
collapse of the currency may well threaten. 

It is probable that amortization of the debt such as 
France began in 1927 was an easier solution than further 
inflation, which would have continued the period of chactic 
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uncertainty. Amortization was at least an orderly and pre- 
dictable process. Here again we are on doubtful ground 
if we attempt to give quantitative statements of the amount 
of debt reduction undertaken in these years. In 1925, it has 
been pointed out,? the supposed reduction was 22 billion 
francs, but this was actually offset by new debts. In 1926, 
there was probably a slight reduction in the debt, but it 
was barely noticeable. In 1927, on the other hand, the net 
change was probably about nine billion franes—a really 
considerable sum.* This included 2,033 millions for the 
amortization of rentes and parts of the small payments on 
external debt, which are provided for in the budget proper, 
and 2,500 millions for the caisse de gestion d’amortisse- 
ment, and 1,500 millions for the external debt—for instance, 
payments on the debt to England. The total thus reached 
is large. It is even possible that it would necessitate an 
unbearable amount of taxation. None the less, the French 
preferred to try this in 1926, rather than consider either 
partial repudiation or further inflation. 

The serious dangers to social and economic life which had 
become apparent in 1926 made the French accept this very 
painful alternative. Mr. Keynes, in his advice to the min- 
ister of finance, does not take account of the uncontrollable, 
cumulative action often characteristic of inflation, even if 
undertaken with a deliberate plan. He does not anticipate 
such a collapse as the mark suffered and yet, with the un- 
certainty already characteristic of the French situation in 
1926, it is probable that any further tampering with the 
currency would have brought about this result. Moreover, 
as a further objection to inflation as a solution of the debt 


* Henry Chéron, Rapport au Sénat, no. 225, April 4, 1926, vol. ii, p. 113. 
It should be noted that there was a slow but dependable decline in the 
debt charge due to cessation of pensions and relief payments; for instance, 
military pensions were, in 1925, 68 million francs; in 1926, 60 millions. 

*See supra, Chapter V. 

* Poincaré, Projet du budget 1927, Chambre, annexe no. 3248, vol. i, p. 23 
Amortization for 1927 is here stated as 8,950 million francs, 
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question, it should be noted that depreciating currency puts 
the main burden on debtors whose incomes and salaries are 
fixed; that is, it penalizes just the group of French citizens 
who had already suffered most. severely. Taxation, on the 
other hand, strikes hardest usually on the manufacturer 
and therefore tends to readjust the balance to some slight 
degree. Legislation with this in mind could, perhaps, 
arrange a tax program such as to bring about a greater 
degree of justice whereas inflation is indiscriminate and 
unmanageable. 
FuTurE BupGETS 

After the war, the size of the budgets at first declined 
with the falling off of military expenditures; then there 
came a turn in the other direction in 1926.1 This was the 
inevitable result of the attempt to meet amortization with 
taxation, rather than inflation. The budgets for the years 
1926-28 were as follows.’ 


TABLE XXXVIII 


Budgets, 1925 to 1928 
(in millions of frances) 


Excess or 
Year Expenditures Receipts Deficit 
1025 Wer ae 34,220 33,528 Bry) 
1920 esos ee 36,646 32,306 —4,340 
1907 ee 39,541 39,959 699 
1908 Fone, sehr ke onde 42,441 42,496 55 


The increase here indicated for 1927 is less than that which 
actually occurred because of the separation of the caisse 


de gestion of the floating debt from the general budget 

*See appendix. 

* Bulletin de la statistique générale de la France (January-March, 1928), 
p. 152. See appendix. 

*Poincaré, Exposé des motifs du projet dw budget 1928 (Paris, April 7, 
1927), annexe no. 4310, pp. 65, 122; see also pp. xvi, xrx. Compare with 
table in appendix. 

*The New York Times (December 26, 1927), p. 6 M. Poincaré gives the 
figures as 42.1 billion francs for 1928 as compared with 39.7 for 1927; the 
credits granted are 41.5 billions for 1928 as compared with 39.5 billions for 
1927. 
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and the allocation of special revenues to cover this charge. 
The addition of this sum and local taxes would raise the 
effective budget to more than 50 billion francs.t This very 
large amount, a heavy charge even if reduced to gold values, 
represents probably the limit of possible payments.? Those 
who have considered the French situation closely agree that 
in the future a revision of the budgets downward is to be 
expected. 

There are a number of possible developments in future 
budgets, but further increases in the total wealth absorbed 
by the state is not one of these. It is true that as far as 
taxation is concerned, it is probable that there are still 
groups in France who are undertaxed; the farmers, for in- 
stance, have not paid as much as city dwellers, and the tax 
receipts from incomes are much lower than one might 
expect. Nevertheless, adjustment of these difficult prob- 
lems is a matter of time and legislative maneuvering. The 
more simple and rapid methods such as those adopted in 
1920, 1924, and 1926,—the increasing of existing rates, can 
go no farther. Le Pour et le contre states, in 1927, that 
twenty per cent of the very heavy budget charge is upon 
“wealth, in formation,” and adds that this is a very danger- 
ous situation for a country which has been subjected to 
heavy capital losses during the war. The analysis of tax re- 
ceipts as presented in Table XX XIX on following page is 
worth noting. 

Various estimates of relative burdens in France and other 
countries have been made. None of these can be taken as 
exact, but they come fairly near to the true situation. On 
the basis adopted here, a comparison of the total govern- 


*Henry Chéron, Rapport au Sénat (1926), no. 656, pp. 9, 10. The Caisse 
damortissement was to have been between four and five billion francs. 
The treasury receipts to be compared with this figure were 4,450. See also 
Le Pour et le contre (January 1, 1928), p. 1. This includes departmental 
taxes to the extent of about six billion francs. 

*F. Frangois-Marsal, “French Finance and the Franc,” Foreign Affairs 
(New York, January, 1927), pp. 201, 202. 
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TABLE XXXIX 
DISTRIBUTION OF TAXES,’ 1928 


(in millions of frances) 


Direct taxes on incomes.............. 12,005 
Taxes on capital and transfer taxes.... 8,514 
Sumptuarys taxesiereaaecmeercerir te 783 
Consumption: taxes ave suic cece serene 8,655 
Tax tonal conolitess acer teeta eee eters 1,963 
Husiness urmover stax s:..-cmet eee 8,562 

Total. 32.0. cecets cee ar eee 40,482 


ment receipts with the national income, it is claimed that 
the government absorbs nearly thirty per cent. The follow- 
ing estimates come from responsible official sources. 


TABLE XL 
PART OF NATIONAL WEALTH ABSORBED BY TAXES? 
Country Chéron Report Bérenger Report 
Prance tat ec ctr 33.2 per cent 28.2 per cent 
German va ae VHP Oe (not given) 
Great Britains. eee 249 % & 22.3 per cent 
United States ......... 14.3 ea Lhe 


It is better to accept such estimates as approximately cor- 
rect than to attempt an exact statement, since the precise 
amount of French national wealth cannot be determined 
during this period of transition. 

If, then, taxes cannot be increased, can expenditures be 
reduced? Here there is little immediate hope of improve- 
ment. Thorough discussion of this matter in 1926 indicated 
that at that time a possible cut of about 3 out of 36 
billion francs might be made in expenses.? This was the 
largest estimate of reduction made at that time. Since then 
the situation has been altered by the attempt to make con- 


* Le Pour et le contre (Paris, September 11, 1927), pp. 761, 762. 

* Henry Chéron, Rapport au Sénat, annexe no. 225, vol. i, 1926, p. 10. 
Henry Bérenger, L’Europe nouvelle, loc. cit., p. 659. The figures are for 
1925. See also Journal officiel, Chambre, débats (January 24, 1928), p. 253. 

* Olivier Duchemin, Le Journal des débats (January 5, 1926). 
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siderable reductions of the internal debt and by payments 
to England on the external debt. It is probable that little 
or no reduction is now possible. If extravagance and waste 
are cut down at a few points, they will be more than offset 
by increases in salaries which are very much below pre- 
war scales. In order to see the difficulty in tax reduction, it 
is well to recall that fifty-four per cent of the budget goes 
to pay for the public debt, and that the military and civil 
expenditures have become already lower than prewar on 
a gold basis.1 Reduction, if it is to take place, must there- 
fore come through a decrease in the debt. 

The future of the budget depends, to a considerable 
extent, on the future of the Dawes annuities and on the 
payment of the debt to America. If sums due from Ger- 
many should exceed the amounts payable to England and 
America, this could be used to reduce the internal debt; 
but such a situation is hardly to be anticipated. In fact, 
there is as much possibility of a reduction in German pay- 
ments to France as there is of a cut in French external 
debts. The most that France can reasonably hope at the 
present time is that the Dawes annuities will approximately 
cover her external debt charge, and that she will be able 
gradually, through taxation, to reduce the internal debt. 
She can, of course, in the meantime readjust her tax rates 
so that they will not fall so unjustly as they do at the 
present time. It is also possible that she can increase her 
revenues slightly from her monopolies, domaines, and colo- 
nies.” This development is necessarily slow and fluctuating 
however. 

The budget situation is immeasurably better than it was 
two years ago. The French have wiped out the tremendous 

*Morgan Bank, Statistical Atlas, Paris (unpublished), p. 5. An estimate 
is here given of the division of the budget into 54 per cent for the debt 
service, 17.4 per cent for military expenses, and 27.7 for civil expenses. 

? The sale of the match monopoly to the Swedish International Match in 


the summer of 1927 was an interesting step. No very large sums can be 
gained by such dealings, however. 
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deficits and have shouldered their burden of taxation. There 
is, therefore, no real danger of further inflation, and no 
serious menace to the stability of the franc. Granted a rea- 
sonable attitude on the part of the creditors of France, the 
franc should maintain a value at approximately four cents. 
The price of the stability of the franc from 1926 was steady 
production, efficient management, and the payment into the 
hands of the state of a very large share of the product of 
labor and capital. Progress is essentially slow, but even the 
enormous internal debt will eventually become manageable 
with regular amortization payments. 


CHAPTER X 
STABILIZATION 


DuRING a period of seven years the value of the French 
franc was as uncertain as the weather. In terms of other 
currencies it sometimes varied four or five per cent a day.’ 
Such unpredictable and disconcerting changes gave the im- 
pression to some that its value was a matter of chance 
and that the gains based on its fluctuations were so great 
as to make efforts to secure normal profits of comparatively 
little use. As cynicism grew, uncertainty increased, and the 
normal relations between production and consumption, 
wealth and saving were seriously threatened by the new 
state of mind. Instability became a disease which attacked 
the very heart of French economic life. 

Fortunately for France, however, instability is an ill 
which tends eventually to bring its own cure, unless the 
different stages succeed each other very rapidly. Thus, 
although France passed from mild to severe depreciation 
with great rapidity in 1919, this phase did not develop rap- 
idly into collapse as it did in some countries. Thanks to this 
fact, certain financial measures were passed in the years 
1924-26 which were a help toward later stability; the most 
notable of these measures were tax increases. The steps 
taken in the second phase of depreciation were not ade- 
quate, however, and France slipped toward collapse in 1926. 
It was at this time that the French began to see the harm 
of instability, the need for a constant unit of measurement,” 
the dangers to production of uncertain profit margins and 


*See supra, Chapter VIII. 
2R. G. Hawtrey, Currency and Credit (London, second edition, 1923), 
p. 2. “A unit for the measurement of debts is indispensable.” 
405 © 
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prices, the loss to wage earners under certain conditions, and 
the dissipation of savings which might hamper later devel- 
opment. This consciousness of the effects of instability was 
an important factor in the ultimate recovery. Without an 
almost unanimous desire to secure peace, the political unity 
of August, 1926 would have been impossible. Out of the ills 
of depreciation came the general desire to steady financial 
conditions, and the panic was followed by a sudden calm. 
From the end of 1926 until the moment of legal stabiliza- 
tion the franc was as steady as any other European cur- 
rency. 

Once public opinion is sufficiently unified to support a 
sound financial policy, stabilization becomes an’ easy mat- 
ter. This implies, of course, that there is no strong reason 
for the government to interfere with the normal workings 
of economic life through inflation or radical tax programs. 
It is impossible to overlook the economic prerequisites to 
stability but, in general, it is true that economic forces, if 
not interfered with by political and psychological influences, 
tend to establish rather than to break down stability. In 
the case of France, certainly, the lack of support given the 
government brought with it the vacillating policy and 
budget deficits which meant a continual threat of inflation, 
but once this situation was cleared up the natural tendency 
to an equilibrium of economic factors was manifest in 
monetary stability. 

Stabilization is not easy, however, if the value chosen is 
to be considerably above or considerauly below the point 
at which the value of money has come to rest in a natural 
way. The effort to increase or decrease its value leads to 
both economic and political complications. It sets one class 
against the other, and is apt to cost the government con- 
siderable sums either in the form of heavy fixed charges on 
a gold basis or of money spent in pegging operations. If, on 
the other hand, the value chosen is the same or slightly 
lower than that prevailing in the exchange markets, and if 
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the threat of government interference in economic life has 
been permanently removed, the final step in stabilization is 
comparatively easy. 

The difficulties which have arisen in a number of coun- 
tries have been due to the fact that general economic condi- 
tions were not sound, or to the fact that the government 
was still in such a weak condition that the possibility of 
balancing the budget in a normal way was still somewhat 
in doubt. There have been a number of cases of premature 
stabilization, where the value of the new unit was set so 
high that the government could not give it the necessary 
support during the period of price and trade adjustment. It 
is interesting to note in passing the difference between the 
problem in certain other countries and the problem in 
France. 


STABILIZATION IN OTHER CouNTRIES 


The various countries can be divided into two groups in 
regard to stabilization.1 There are, in the first place, those 
whose currencies were not seriously depreciated and who 
could therefore return to par. There are, in the second place, 
those currencies which fell so low that the return of the 
original unit to its former par was practically impossible. 
It should be remembered, in this connection, that the intro- 
duction of a new monetary unit, even if called by the same 
name as the old one, as happened in Germany, was not the 
same thing as bringing the money back to par. It meant, 
rather, a very drastic measure of repudiation, none the less 
regrettable because it was in a sense unavoidable. 

In the first group of countries whose currencies were 
brought back to par may be noted: 2 Denmark, Great 


* Bulletin de la statistique générale de la France (April-June, 1927), p. 321. 
A list of countries and various facts regarding their stabilization are here 
given. 

7U. S. Senate, Foreign Currency and Exchange Investigation, Vol. ii. 
See following pages for the respective countries, Denmark, p. 97; Great 
Britain not given here; Netherlands, p. 138; Norway, p. 159; Spain, p. 240; 
Sweden, p. 262; Switzerland, p. 289. 
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Britain, Netherlands, Norway, Spain, Sweden, Switzerland, 
United States. Some of these countries found it necessary to 
take definite steps to assure the usual relations with other 
currencies, and to return to a full gold standard. Others 
simply allowed events to take their course, since they had 
not suffered either severe depreciation or marked apprecia- 
tion, and did not need any artificial support. 

Great Britain alone of this group had a serious problem 
to face. It is interesting to compare her difficulties with 
those of France, for both were troubled by internal mal- 
adjustments which made the return to par difficult. In the 
case of Great Britain, however, the justification of restor- 
ing the currencies is now generally admitted. The British 
problem was the outgrowth of her position in foreign trade 
and unemployment, and was made more complicated by the 
theory that a lower value for the pound would have solved 
her industrial problem temporarily. Since she was not weak- 
ened, however, as was France, by a poor tax apparatus, large 
budget deficits, and an unstable political system, the out- 
come was very different. The announcement of the prospec- 
tive return to the gold standard in 1925 led to a gradual 
return to par by April. Although there were some difficul- 
ties during the next few years, there was never any serious 
question as to the steadiness of the pound sterling and no 
need for extensive artificial support. Thus Great Britain 
stands practically alone in respect to the gous restora- 
tion of the currency. 

The second group of countries presents problems of 
stabilization which are more intricate and various. The 
important countries are noted in the table presented on 
following page, with the date of stabilization.1 The striking 
thing to note about this list is that the countries which 
suffered complete collapse attained stability more quickly 


U.S. Senate, Foreign Currency and Exchange Investigation, vol. ii. See 
following pages: Austria, pp. 19, 22; Belgium, p. 49; Czechoslovakia, p. 70; 
Hungary, p. 119; Poland, p. 177; Russia, pp. 199, 218. 
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UISLTIAD Yih ose Sows Sto be ck awa 1922 
MSel GIHEU renee terms eutak er See 1925, 1926 
CZchodlovakiar antes cot re 1926 
MIrAnCee CMe reales oe kee ee 1928 
Germany < 5... 2.6... sarastve sarome eG tets 1924 
|S VICI (3:) es OUR RA Ue Re Cea ree es 1924 
PED Vere sree ae athe Meee ees toes 1927 
Poland 2.5, 3: Y8 GSS Os fo ae AB Ban 5 1925; 1927 
RUSS et nee eke er om 1924 


than did those which maintained a large fraction of their 
original value. Austria, for instance, noted for the very 
rapid decline of the crown and for chaotic financial con- 
ditions, reordered her finances in 1922 and 1923.1 This was 
due, in part, to two facts: in certain cases those countries 
most disturbed by depreciation received outside support 
from the League of Nations, to hasten recovery; and the 
ills which depreciation brought taught the public certain 
lessons which made sane financial policies politically 
possible. 

It is important to note in particular how much Belgium 
and Italy differed from France in regard to stabilization. It 
is particularly surprising that Belgium, though closely 
linked with France in exchange value fluctuations for six 
years, was able to stabilize two years before France. There 
are a number of reasons which made this possible.2 One 
important factor of the situation was the government 
ownership of the railroads. This made it possible for the 
government to work out a plan whereby the internal debt 
was consolidated, and the government used the railroads as 
the basis for a sale of long-time securities.? This lessened 
considerably the objection to forced consolidation, and 
strengthened the financial situation of the government. 
Moreover, the political struggle had not been as intense in 


*J. Van Walré de Bordes, The Austrian Crown (London, 1924), pp. 205, 
206. 
* The earlier attempt to stabilize the Belgian franc, in 1925, failed because 
of insufficient outside support and internal budget difficulties. 

*Le Pour et le contre (Paris, October 31, 1926), pp. 854, 855. 
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Belgium as in France, so that it was possible for the govern- 
ment to risk the hostility involved in a reduction of the 
value of the unit. The fact that the charge on Belgium for 
reconstruction, and therefore the internal debt, was lighter, 
was a part of this general situation which made it possible 
to stabilize the Belgian franc at a time when French condi- 
tions were still uncertain. 

The success of Italian stabilization was based on other 
factors, but here, too, conditions were very different from 
those in France. Because of the political dictatorship, it was 
possible to restrict foreign commerce in an unusual way, 
and to put certain impositions on banks and large enter- 
prises which would have been impossible in France. It is 
true that the Italians handled the debt agreement with the 
United States in such a way as to make a very favorable 
impression on public opinion in the world at large. The 
prompt acceptance of the terms and the payment of the 
first instalment on the debt helped the position of Italy in 
international markets. In comparing her situation with that 
of France, however, it should be noted that the terms of the 
debt agreement were very lenient. Moreover, the internal 
conditions noted above made it possible to put through a 
forced consolidation of the internal debt such as France 
could not contemplate. Despite these considerations, how- 
ever, it is remarkable that the Italian government could 
increase the value of the lira and keep it stable without any 
break from 1927 onwards.” ; 

Belgium, then, attained stability by further depreciation, 
and forced consolidation of the internal debt. Italy gained a 
higher value for the lira by means of restrictive measures, 
a lenient debt settlement, and a firm attitude toward finan- 
cial problems. Both made use of foreign credits and both 


1W.R. Batsell, The Debt Settlements and the Future (Paris, 1927), pp. 
89-91. 

2 The New York Times, June 3, 1927. Italy announced the stabilization 
of the lira on June 2. 
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came through the time of depression without very great 
hardship. France was forced to postpone this inevitable step 
until the severe crisis of 1926, and the prolonged calm, sta- 
bilization de facto, of 1927 and 1928, which made possible 
financial changes. 

It is not possible to discuss the various measures behind 
the other cases of stabilization, all of which differed from 
those of France in their essential features. It is well to note 
in passing, however, that Germany reached stability 
through complete collapse, and that her early success was 
consolidated by the Dawes Plan and the establishment of 
the Transfer Committee, which was to prevent the adverse 
effect of reparation payments on the exchange.’ Thus she 
was protected from further exchange instability by the in- 
terests of all those nations who were recelving payments. In 
addition to this, large government and private loans flowed 
into the country once the reparation difficulty was tem- 
porarily adjusted. In this respect, her situation was like 
that of Austria, Poland, Hungary, and Czechoslovakia.? 
Foreign financiers studied the problem and foreign agencies 
supplied temporary credits. Pegging arrangements were 
made which were technically adequate and the programs 
of financial reconstruction adopted were based on sane 
budget procedures and heavy taxation. In these instances 

*The Dawes Report, Reparation, Part V (see World Peace Foundation, 
vol, vi, 1923, no. 5), p. 368. “Treaty funds collected in Germany are all to 
be deposited in the new bank to the credit of a special account and are 
only to be withdrawable by the creditor nations under conditions and 
safeguards which will adequately protect the German exchange market 


and the interests of the creditor nations and the German economy.” 
(Italics ours.) 

*For studies of these cases see the following reports: Austria, W. T. 
Layton, C, Rist, The Economic Situation of Austria, Report for the 
Council of the League of Nations (Geneva, 1925); Poland, E. W. Kem- 
merer, Poland, Report of Commission of the American Financial Experts 
(Warsaw, 1926); Poland, J. F. Dulles (printed by Sullivan and Cromwell, 
New York, 1928); Hungary, A. A. Young, Economic Problems New and 
Old (Boston, 1927), pp. 37-62; Czechoslovakia, C. Rist, La Deflation en 
Pratique, Paris (1924), pp. 87-112. 
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international supervision lent a support which was neither 
possible nor desirable for France. 


Tup PECULIARITIES OF THE FRENCH CASE 


The French problem of stabilization was, therefore, dif- 
ferent from that of any other nation. This was true, first, 
because of her economic situation, and second, because of 
her political conditions. The instability of political life, as 
contrasted with that of England, Belgium, and Italy, has 
been indicated. Based partly on the composition of the 
Chamber of Deputies, it was aggravated in matters of 
finance by the strong influence of the rentier class. It was 
natural that the large number of government bond holders 
formed a serious obstacle to early stabilization. Since they 
had pocketed a very considerable loss in the value of their 
securities, they felt that their interests should be given some 
weight in the choice of the new value of the franc. It was, 
therefore, not possible to come quickly to the final decision 
because of strong public sentiment favoring a higher gold 
value. The extent of the losses which the bond holder faced 
can be indicated by the figures which show the real values 
in 1926 as compared with those in 1913. . 


DEPRECIATION OF GOLD VALUE OF THREE SECURITIES’ 


Three Per Cent Rente Bankof France Thomson Houston 
Bourse Gold Bourse Gold Bourse Gold 
Quotation Value Quotation Value Quotation Value 


1913 av. ...... 87.12 87.12 4,665 4,665 761.00 761.00 
1919 avec ses 62.25 43.31 5,685 3,955 856.00 595.50 
1925 av. ....0% 47.15 11.50 10,050 2,452 386.50 94.50 


1926 (June 30). 47.20 6.88 12,400 1,809 370.00 54.00 


This table, which gives three typical French securities 
before and after depreciation, shows strikingly the loss 
which was sustained, and reveals the fact that in the case 
of the rente it was due to the combined action of the fall in 


*Rapport du comité des experts (décret dw 31 mai, 1926, Paris, 1926), 
p. 66. 
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the nominal value in francs and the decline in the purchas- 
ing power of the frane. The three per cents fell to less than 
a tenth of their worth in 1913. The decline of other govern- 
ment securities was almost as great. While the effect of this 
decline must not be exaggerated, since it was spread over a 
number of years and shifted by sales and purchases so 
that it was shared by a large number of people, neverthe- 
less it had a profound influence on French attitudes and 
explains the persistence of the hope of complete restoration 
of the franc. . 

A second reason for the delay in stabilization was the 
condition of the internal debt, which was peculiar to the 
French situation. The large mass of short-time credits, fre- 
quently mentioned herein, made the situation difficult to 
handle from a technical point of view. Until some plan of 
consolidation and amortization could be instituted, it was 
impossible to count on a balanced budget and freedom from 
future inflation. Such a plan required a strong political ma- 
jority, a consistent and uninterrupted financial program, 
and heavy taxation. When these conditions were realized in 
1926, the catsse d’amortissement became a possibility, and 
the menace of the bons de la défense diminished. It is fre- 
quently stated that an internal debt is no problem, since it 
merely requires the shifting of wealth from one person to 
another within the state, and no loss of real wealth. This 
is undoubtedly true under normal conditions and in the 
long run. But when, as in the case of France, this redistri- 
bution of wealth threatens the continuity of the political 
régime and disturbs the relations between classes and par- 
ties, it constitutes a problem of the first magnitude. Cer- 
tainly it was a factor in delaying the final solution of the 
exchange problem. 

Then, in the third place, the external debts of France 
were troublesome. They interfered, not so much because 
there was urgent need of payment, as because they pre- 
vented securing the foreign credits which were considered 
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necessary for stabilization. It is true that the large private 
debts, accumulated since the war, tended to be offset by 
the credits which French citizens gained during the period 
of the flight from the franc. But, although France prob- 
ably reconstituted a large part of the foreign holdings sold 
during the war, the nature of the new credits was such that 
they did not offer much support to the franc in case of sta- 
bilization; they were, on the contrary, indications of distrust 
and of the sawve qui peut spirit which hampered govern- 
ment action. The debt of France to the United States, more- 
over, was for a time a definite barrier to loans from that 
quarter. Although such loans became superfluous after the 
Bank of France had built up its large holdings of dollar and 
pound credits in 1927, they would have made possible a 
quicker adjustment of the whole problem had they been 
available earlier. 

These three factors are the inevitable outgrowth of the 
war and reconstruction expenditures. It was the budget 
deficits which led to depreciation, and therefore to the 
heavy losses sustained by the rentier. It was the cost of 
reconstruction which increased the internal debt, and made 
it impossible to discharge external debts. If the severe crises 
attributable to government embarrassment in handling the 
debt and the budget in 1924 and 1926 could have been 
avoided, if the budget could have been passed with reason- 
able speed in 1925, there is no reason to suppose that France 
would have found stabilization impossible in 1925 ur 1926. 
It is important, then, to realize that the French difficulties 
were a combination of the exceptionally heavy postwar bur- 
dens and a political system unadapted to handling such 
difficult problems. 


Tue Fina Panic! 


The last plunge of the franc in 1926 led almost inevitably 
to the recovery which followed so quickly. This incident has 
*See supra, Chapter V, pp. 193-198. 
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*See appendix for figures. 
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therefore been considered briefly in the earlier discussion of 
depreciation, but it must be referred to as a preliminary to 
stabilization. It is a striking instance of the need for a fixed 
measure of value and the impossibility of continuing pro- 
duction long under conditions of violent fluctuations. Es- 
cape from this can be made in a number of directions, and 
France was fortunate enough to find the quickest way out. 
One of the most interesting indications of extreme deprecia- 
tion and the acceleration of the velocity of circulation, as 
well as increased speculation is the rapid decline of the 
gold value of the note circulation. At certain times in 
France and for considerable periods in Germany the note 
circulation, when valued according to its exchange with 
some gold currency, was much below normal. This situation 
was most evident in France in the crisis of 1926. (See chart 
on preceding page.) 

The political situation in 1926 was extremely confused. 
Briand was premier in three successive ministries, the last, 
that in which Caillaux was made minister of finance on 
June 25.1 The Committee of Experts called in May, and 
the end of the war in Morocco, were favorable aspects of 
the situation, but the French public was nevertheless in an 
unhappy state of mind. There had been too many changes 
and too many novel and confusing schemes. The result. was 
general distrust and dismay at the proposal to give very 
extensive powers to Caillaux. On July 16 the Finance Com- 
mission blocked the government’s proposal to put over its 
financial measures as decrees instead of laws.? On July 17 
the Briand ministry was defeated and followed by the short- 
lived Herriot ministry. 

Poincaré took office on July 24. He arranged for the 
immediate transfer ‘of the Morgan funds to the treasury. 
He secured a vote of confidence on July 27. The clear state- 


*Le Temps, June 25, 1926. 
?New York Herald Tribune (July 17, 1926). 
* Le Pour et le contre (August 15, 1926). 
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*See appendix for figures. 
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ment of the firm position which characterized his leadership 
is expressed in the resolution adopted: 


In respect to the projected measures for financial rehabilitation 
presented on July 27, 1926, the government will accept no amend- 
ment, The Finance Commission alone can submit to the Cham- 
ber . . . modifications to the proposals.t _ 


The secret of the success of the ministry lay partly in this 
uncompromising attitude and partly in the unity of public 
opinion, which had been welded together by the heat of 
excitement and panic of the preceding months. 

It is important to note the sequence of events during 
July and August. The chart on page 417 indicates that ad- 
vances to the state and the cost of foreign exchange declined 
almost instantaneously. The advances were almost exactly 
offset by the increase of the value of paper discounted which 
served indirectly to replace the decline of direct loans.? This 
was followed within a few days by the simultaneous decline 
in the note circulation and the index number of wholesale 
prices. The movement of retail prices was not significant, it 
did not show any response to these sudden changes. The 
conclusion to be drawn is clearly that the major exchange 
movement at this time was the result of the public attitude 
towards the government and operated through capital ex- 
ports, whereas prices and note circulation responded quickly, 
but later, to the undercurrent of opinion. Moreover, the 
decrease in the advances of the Bank of France to the state 
relieved public opinion, though it did not mean any real 
improvement in the situation; rather it was a paper trans- 
fer. It was sufficient to divert attention from the underlying 
difficulties until more constructive measures could be passed. 

Thus it is notable that the measures which brought 
stability actually did little to change underlying economic 


* Revue de science et de législation financiéres, loc. cit., p. 688. 
7See supra, Chapter VI, pp. 235-237, 240. Some of the ways of securing 
funds are here described. 
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conditions. The laws of August 3 and 6! changed few 
things, except to alter the method of collecting taxes and to 
establish the caisse de gestion des bons, which of itself was 
important as much because of its moral effect as on account 
of any new procedure involved. This last measure was in- 
vested with all the solemnity that the government could 
secure, since it was realized that the public, seriously 
alarmed, needed the encouragement which a vigorous pro- 
gram could arouse. The law was voted in a joint session 
of the two branches of the legislature at Versailles. It set 
an upper limit to the bons de la défense and arranged for 
the gradual consolidation, putting at the resources of the 
caisse the proceeds of the tobacco monopoly. This separa- 
tion of the bons from the general treasury account had little 
real significance in addition to the fact that it showed a 
determination to take the floating debt seriously. There was 
no net increase in the resources in the hands of the govern- 
ment for the purpose of redeeming or reorganizing the debt. 
There was no very great change in taxation, since it was 
realized that rates were already heavy enough if the proper 
measures were taken to collect the revenues. Moreover, a 
period of. calm during which business could go on in a 
normal fashion was apt to add more to receipts than an 
increase in tax rates, which might disturb the existing busi- 
ness situation. A glance at the income from the business 
turnover tax shows a notable rise, in part due to the law 
which changed the percentage by a small fraction,? and in 
part to the general improvement of business conditions and 
a more careful supervision of tax collection. 

Although there was no revolutionary legislation at this 
time, the provisions of the law of August 6, allowing the 
purchase of exchange and the issue of notes, was very help- 


+The date of promulgation of the law creating the Caisse de gestion 
des bons was August 8, Revue d’économie politique, vol. xlix, no. 6, p. 1389. 

Raymond Poincaré, Exposé du projet du budget générale de V’exercice 
1927, Chambre, no. 3248, vol. i, 1926, p. 50. The increase expected was three 
billion francs, 
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ful in steadying the franc when it tended to fall too rap- 
idly, and in building up foreign credits which were a psycho- 
logical and technical aid to later measures. On the whole, 
however, the general improvement must be attributable to 
the fact that the new confidence allowed a breathing space,’ 
a time of adjustment during which economic life could 
become productive, taxes be collected, and people go about 
their ordinary business without abnormal concern over 
financial problems. This breathing space was the result of 
the new political situation and the recognized strength of 
Poincaré. The surprising force which he manifested was 
due, in part, to personality and, in part, to the fact that 
he belonged to a political party which had not advocated 
radical measures such as the capital levy. If one contrasts 
this with the autumn of 1925, one realizes the difficulties 
which were implicit in a situation with the majority farther 
to the left, which had to advocate heavy direct taxation in 
order to please the Socialists, and yet could not come out 
squarely for a capital levy for fear of alienating the mod- 
erate groups. Poincaré desired and made no such compro- 
mise. Moreover, since he was thought to advocate the 
appreciation of the currency, he kept the support of those 
large groups who wished a higher franc. At the same time, 
he did not definitely alienate the industrial interests, since 
without any definite announcement of a deflationary policy 
he attained the respite from uncertainty, which business 
needed. 

Thus the very chaos of July led naturally to a general 
desire for stability which was easily attained by the new 
ministry. After the sharp fall of the franc, there was a con- 
siderable rise, modulated in October and the following 
months by the pegging operations of the Bank of France. 


*See supra, Chapter VI, pp. 261, 262. 

*Professor Schumpeter used this expression in an interview with the 
writer and stressed the tremendous moral effect of the leadership of 
Poincaré. 
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The value of the currency was regularly fixed in December, 
19261 by the purchase of exchange credits at a price fixed 
by an official of the Bank of France, and subsequently 
allowed to vary only within narrow limits. Some variation 
was permitted because it was thought that it would prevent 
speculators from assuming a permanent value when the 
government preferred to leave the matter open. 

The uncertainty which remained as to the future of the 
franc was considered by many to be a political expedient 
designed to lessen hostile attacks on the government. It is 
obvious that Poincaré used it as a threat, by implication at 
least, on many occasions. Certainly there was less opposi- 
tion to the budget than was usual under normal financial 
conditions. It called for a total of government receipts, in- 
cluding the caisse de gestion des bons, of 51,904 million 
francs,2 a sum almost twice that collected before 1924.° 
Nevertheless, since this large sum did not require any 
marked readjustment of taxation, but merely the continu- 
ance of normal economic activity, the project did not shake 
the stability which had lasted for several months. The gov- 
ernment seemed to be in a stronger position than ever and 
maintained its prestige almost unchallenged throughout 
the year. 

THREE WAYS TO STABILITY 


There are three different approaches to stability. In the 
first place, during the times of most violent fluctuations 
such as those just described, the use of substitutes for the 
fluctuating money is apt to become evident. This was less 
true of France than it was of Germany, but even in France 
the stress of uncertainty began to call out exceptional meas- 
ures such as those used in times of collapse. Such measures 
were, in the first place, sliding scales which made it possible 

+See supra, Chapter VI. Previous to this time support had been given 
more by the treasury than by the Bank of France. 


2 Le Pour et le contre (January 29, 1927), p. 93. 
*See supra, Chapter IX. 


422 THE FRENCH FRANC, 1914-1928 


for wages and prices to be altered rapidly with the exchange 
rates. Then, in the second place, there was some use of for- 
eign money as the unit of account for transactions normally 
carried on in francs. Farther than this, a third and more 
crude device to meet the situation was the actual use of 
foreign currencies as a medium of exchange within the 
countries. There were traces of all these things in the last 
months of depreciation in France, though they never came 
to be recognized generally, and were most of them, in fact, 
banned by law. 

These abnormal economic devices are all a part of the 
general effort to establish a new basis for stability when 
the normal one has broken down. They indicate the fact 
that the influence of value as a guide to production has 
become impaired, and that order must be restored in some 
way. The method used, the substitution of a foreign unit 
of account as a standard, is cumbersome and unnatural, 
and occurs only where the need has become very great, as in 
Germany in 1922. Once it has become universal, there is a 
tendency to arrange the old units in such a way that they 
can express stable values more simply. This took place in 
Germany through the introduction of the renten mark. The 
unit was so like the old that the step back to the use of 
the mark was simple, and the accounting in foreign cur- 
rencies, an emergency measure at best, was quickly aban- 
doned. France, on the other hand, never carried this practice 
so far and did not establish a new unit in place of the f.rmer 
franc. There was therefore less real hardship to the creditor 
than occurred under the German procedure. This first 
method of reaching stability, through collapse, is a painful 
and costly way. 

The second approach to stability is the slow and difficult 
one of returning to the former par. This program, practic- 
able in the case of England, was out of the question for 
France after the extreme depreciation of the years from 
1919 through 1924. While such a policy held out certain ad- 
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vantages in demonstrating financial power and in doing 
justice to a certain class of the population, it occasioned 
many new injustices while it attempted to right the old. 
Whereas stability at the existing level was possible without 
contracting the note issue and even in the face of some in- 
creases, a restoration of the former value of the frane would 
have meant drastic and prolonged deflation. The note cir- 
culation had been increased fivefold and more,! and to 
contract the circulation would have meant such increases. 
in taxation as would have enabled the state to pay back 
thirty billion franes, more or less, to the Bank of France. 
Since taxation was already heavy, however, it was im- 
possible to contemplate such a step. In addition to this, 
it would have been necessary to raise the discount rate to 
attract foreign loans, and this would have tended to depress 
an industry already hard pressed by a policy of deflation 
and taxation. There would be no way in which the govern- 
ment could bring about such a great appreciation except 
through acting on the price level and so on foreign com- 
merce and capital flow, through the discount rate which 
might have attracted short-time credits, and through direct 
pegging, which was expensive to the state. A government al- 
ready charged with heavy burdens could not think of adding 
to them in this unprecedented fashion. 

Moreover, it must be remembered in considering the pos- 
sibility of increasing the value of the franc that deflation 
and inflation are not symmetrical. It is not possible to con- 
tract a note circulation as fast as to expand it. It is not pos- 
sible to use the same mechanism or to expect the same re- 
sults. There are forces which tend to push prices higher; 
they have been referred to in Chapter VII as resembling a 
spiral, for prices influence wages and wages prices; thus the 
interests, motives and desires of the active forces in pro- 
ductive life all move upward.” It is always easier to borrow 
than to repay. The attempt to call in money loans inevitably 

*See infra, appendix. ?See supra, Chapter VII, pp. 299-301. 
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means forced liquidations, either on the part of governments 
or on the part of individuals, and the result is disrupting 
price declines which are apt to lessen production, and this 
in its turn drives prices up again. Thus the movement down- 
ward is apt to be shortlived; the movement upward goes 
on for considerable time on its own momentum. 

The third approach to stabilization is the acceptance of 
conditions as they appear in a moment of temporary calm 
and the attempt to bring all values into adjustment to the 
temporary equilibrium which may intervene at various 
times. The longer the temporary respite, the better the 
chance of consolidating it by official measures. The natural 
tendencies of prices to adjust themselves to exchange rates, 
and vice versa, leads to a new harmony unless it is prevented 
by extra-economic forces. Thus in 1926, in France whole- 
sale prices tended to react to the new exchange rates so that, 
gold prices became stable, and retail prices continued to rise 
until they had nearly closed the gap opened up by the rapid 
movement of wholesale prices. This state of affairs came 
about only after the political situation made further inter- 
ference in the economic world less likely, after the threat to 
the note circulation and taxation was less alarming, and the 
gradual reéstablishment of laissez faire allowed the more 
valued and customary forces to prevail. Stabilization de 
facto thus permitted economic life to returfi to its usual con- 
cerns and the problems of money ceased to interest the gen- 
eral public in an unusual way. 

The method of approaching stabilization in France was 
undoubtedly the one best suited to her needs, granted the 
difficult months that had preceded and the degree of de- 
preciation of the franc. That there was hardship and in- 
justice involved cannot be denied; but any other step would 
merely have added to existing wrongs and prolonged the suf- 
fering which came with uncertainty and changing values. It 
must be remembered that some of those who suffered as 
bond holders had gained as industrialists, and not all the 
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holders of government securities in 1927 had bought them at 
prewar values. Moreover, the important thing in such a sit- 
uation was to stress, not the return to a condition precisely 
like that before the war, but measures which would stimu- 
late rather than depress industry, and which would lead to 
the greatest possible sum of real wealth in the future. This 
seemed to be dependent on cutting down risks and uncer- 
tainties and turning men’s energies from speculation to pro- 
duction. This state of affairs called for less interference by 
the state in economic life and came to pass after the ability 
of the state to gain control had been clearly demonstrated. 


Tue Experts’ Report 


The approach to stability, as well as the final legal step, 
was dependent on psychological and economic forces. It 
is for this reason that the Experts’ Report, setting forth 
important facts in a clear way, was of real importance. It 
is probable that the document exerted considerable influ- 
ence, although because of the disturbed political situation 
and the change of government it was never given much rec- 
ognition in the official measures taken in 1926. The com- 
mittee which was formed as the result of the decree of May 
31, 1926 under the Briand premiership,! completed its 
work on July 3. Its recommendations were clear cut and 
sane though they were in no sense novel; they brought out 
emphatically certain features of the situation which had not 
been generally admitted before that date. 

In the first place, the report stressed the consequences of 
instability, many of which have already been mentioned 
here. It commented on the dissipation of capital, the in- 
crease of poverty, and the dangers of substituting a specula- 
tive spirit for hard work and providence. 


In France, a country of moderate incomes, of limited indus- 
trialism, a country whose prosperity is based primarily on the 


* Rapport. du comité des experts, op. cit., p. 1. 
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ability to save, the results of instability are peculiarly grave. If 
foresight becomes deception, if the lure of speculation and gam- 
bling does away with the taste for effort and productive work, 
we shall see shortly the disappearance of the highest national 
virtues.* 


It then stated the impossibility of the complete revaloriza- 
tion of the franc, and recommended instead an early stabil- 
ization as a means of general security. 

The conditions were as clearly set forth as was the end to 
be attained. The technical requisites were given under six 
headings: ” 

1. A normal balance of accounts due to a cessation of the 
excessive short-time capital movements 
A balanced budget 
A balanced treasury account 
The adjustment of external debts 
The adaptation of economic factors to the new monetary 
situation 
The accumulation of a sufficient gold and exchange reserve 
behind the note issues and commercial paper 


The Report then took up the first three of these condi- 
tions in considerable detail. The balance of accounts was 
said to offer no serious obstacle to stabilization. The budget 
and the treasury were in need of energetic measures. The 
adjustment of the foreign debts, condition four, they did 
not discuss, probably because of the delicate political nature 
of the question. The problem of securing foreign er: dits, 
condition six, assumed to be closely linked up with the ac- 
ceptance of the American debt proposal, like condition four, 
was left out of the discussion. The fifth condition was one 
which would come about naturally without any definite ef- 
fort on the part of the government. Thus the condition of 
government finance was one which, rightly, demanded the 
attention of the committee more than any of the other 
matters. 
* Rapport du comité des experts, op. cit., p. 8. *Tbid., p. 11. 
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As to the budget, the conclusion was that there was no 
serious difficulty in securing a balance with some slight read- 
justments as soon as early stability was the definite goal. 
Here the committee sees a closer, more immediate connec- 
tion between the rising price level and budget deficits than 
has been traced in this analysis of budget factors.1 Never- 
theless, the importance of working for a balanced budget 
and stability simultaneously is universally admitted, since 
the two act on each other at many points. The difficulties of 
the treasury, which have been described above,? it attrib- 
uted to the need of funds for commercial purposes, and 
to fear. The solution recommended was, in the main, the 
recourse to sound budget methods and gradual amortization 
and refunding of the floating debts. The committee foresaw 
no serious difficulties in the way of accomplishing this. 

In addition to these general recommendations, it urged, 
in particular, the reduction of government expenditures 
wherever it was possible, the restoration of the Bank of 
France to complete independence of action, the freedom 
of capital movements from legal hindrance, the purchase of 
gold by the Bank at a price consistent with foreign exchange 
rates, the gradual reduction of the advances by the Bank to 
the state, and encouragement of hard work and habits of 
saving.® 

The interesting fact to note about this report is that the 
traditional recommendations for monetary rehabilitation 
are nowhere stressed. For instance there is no emphatic in- 
sistence on deflation, though a certain amount would natur- 
ally result from the partial repayment of the advances of 
the Bank. On the contrary, it is clearly stated that the de- 
termination of an upper limit for the note circulation would 
be superfluous.* Then again, there is no insistence on the 
discount rate as a possible means of strengthening the franc 


*See supra, Chapter IX. 
*See the discussion of the bons de la défense, Chapter VI. 
*Rapport du comité des experts, op. cit., p. 53. *Ibid., p. 46. 
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and increasing the control by the Bank. Further, it states 
that the immediate return to a gold basis is entirely unim- 
portant. These things, and the fact that the problem of 
righting the wrongs of depreciation are subordinated to the 
technical problems of finding an early and lasting stability 
at any level, give this report a point of view which is some- 
what different from some of the earlier documents. It is in- 
teresting to note that many of the recommendations were 
put into effect very much as they are outlined in the report. 

There is clear evidence that the experiences in other 
countries had given perspective to this committee, struggling 
with the complexities of stabilization. The process was 
divided into three periods: ' 


1. Prestabilization 
2. Stabilization, in fact 
3. Stabilization, in law 


The first of these three periods was to be short and was 
to be characterized mainly by the rigid limitation of the 
borrowings of the state from the Bank and the building up 
of the gold reserve. The second was to be characterized by 
a kind of gold exchange standard, since the Bank was to 
buy and sell gold and foreign exchange at prices fairly defi- 
nitely fixed. The third stage was considered easy to accom- 
plish, once the second stage had become a well-established 
fact. The main problem to be faced at this final period was 
the extent to which the advances should be reduced and in 
what form to leave the residue carried forward as a per- 
manent result of the war. 

The consequences of such steps as these were clearly set 
forth in the discussion of the economic depression which was 
sure to follow such measures. The significant point brought 
out in this connection was the fact that such a crisis was 
bound to come even if the money continued to fall in value, 
that delays, therefore, in stabilizing merely postponed and 

* Rapport du comité des experts, op. cit., pp. 45-47. 
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augmented the inevitable liquidation. This fact is the nat- 
ural result of the characteristics of severe depreciation 
which have already been pointed out, that is to say, an arti- 
ficial stability based on various substitute units of account 
inevitably comes into effect. Nevertheless, there were evi- 
dences that such a crisis would not be severe and certain 
measures could be taken to lessen the ill effects. Such meas- 
ures were: economy, international adjustments to facili- 
tate foreign commerce, and the better apportioning of the 
large number of foreign laborers to industrial needs in 
France. 

Although the unexpected events of July, 1926 introduced 
several new elements into the prestabilization period, the 
steps taken afterward were, to a striking degree, in line with 
the outline here made. The only notable addition to what 
the committee recommended was the exchange purchase 
mechanism of August 6.1 This facilitated pegging opera- 
tions and prevented undue movement of exchange in either 
direction. 

Tur DEPRESSION 

The depressing effect of stabilization in France was not 
very great. There was, of course, considerable suffering for 
a short time, and a few people were reduced to real misery, 
but if one has in mind the functioning of the economic sys- 
tem as a whole, and ignores the instances of individual dis- 
tress, it is clear that there was no serious interruption to 
economic life. There are a number of reasons why this was 
so, but chief among them was the fact that the panic of 
1926 had indicated that the existing situation was not 
sound, and industry preferred to face the new conditions 
and try to build up a more lasting basis for prosperity, ac- 
cepting the temporary reduction of profit and keeping the 
wheels going as far as was practicable. Moreover, there were 
no startling innovations to upset the gradual adjustment 
of 1926 and 1927. Other reasons will be pointed out later 

*See supra, Chapter VI. 
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after the consideration of the main indications of economic 
conditions which are available. 

The growth of unemployment in 1926 and 1927 was the 
most striking sign of the depression, but it never attained 
the alarming proportions characteristic of the English con- 
ditions; nor did it last to any notable extent beyond the 
first year of stable exchange rates. There was no completely 
satisfactory measure of unemployment. Registration was in- 
complete, relief figures were not adequate, and the trade 
union statements cannot be checked. All that one can do 
is to take the official figures as an index of the general con- 
dition, realizing that the actual figures probably showed 
only a half or a third of existing unemployment. Neverthe- 
less, it seems safe to assume that the total did not exceed one 
hundred thousand for very long. The figures given out by 
the French government indicate a maximum of about 
ninety-seven thousand demands for work which could not 
be satisfied in February, 1927. This figure was certainly 
high; it was about eight times that of the same month in 
1926. The total declined rapidly, however, through the fol- 
lowing months, and was less than thirty thousand in July. 
The number in receipt of relief in February, 1927 was sixty- 
four thousand, but this figure, though large enough to in- 
dicate a serious situation, was less than the ninety-one 
thousand receiving relief in March, 1921, the peak of the 
previous depression.” 

The upward trend of wages is significant. (See Tale 
XLI.) It is not possible to estimate the considerable 
amount of underemployment which increased the hardship 
of these months.’ It is better to try to judge the situation 
through a consideration of the volume of production and 
economic activity, which is a check on this unemployment 


1See infra, appendix. 

2 Reference Service on International Affairs, European Economic and 
Political Survey (Paris, February 15, 1927), pp. 288, 289. 

* Journal officiel, Chambre, débats, January 27, 1928, p. 335. 
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*See appendix for figures. 
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TABLE XLI 
INDEX OF WAGES* 

1926 1927 
JEN Sa carters see. 132 166 
Febess. eee caccecne 132 164 
Marts occtettte tate sce 141 166 
ADDERS serene eee 144 164 
May, tricone esas: 148 167 
JU ick ieee eens 152 166 
Jul Bi Asem aeeras 153 173 
AUG Beano oem. cts 157 173 
SED Bas oon oe eerclatesers 162 174 
Octine..a.c35 oe eee 166 176 
NOV#etacstie vem amernee not given not given 
Déegh easton wanes not given not given 


situation, ‘and shows more clearly the result of stability. 
There are a number of ways of measuring production, none 
of which is entirely satisfactory but which, taken together, 
give a fairly clear view of the situation. The best single 
measure is probably the Dessirier Index of Production, 
which is given in the Bulletin de la statistique générale. A 
glance at the general index shows that at no time during 
this period did the volume of production fall below the 1913 
level, although there was a considerable decline from the 
high point reached in 1926. 


TABLE XLII 
INDEX OF PRODUCTION? 
1922-27 
(1913 = 100) 
1922 1923 1924 1925 1926 1927. 

Janie. ee 68 90 105 110 118 11; 
Fobe oe ee 70 85 107 109 122 113 
Mar iv ad 76 86 108 108 123 108 
Apr ale ore 77 85 106 107 125 106 
May. eetases 80 85 108 106 126 108 
June eee 82 90 108 105 126 108 
Jul. eee 83 92 110 105 127 106 
Aariciie een 84 94 112 106 128 107 
Sep: 3 ed 86 95 115 107 128 109 
Osi PERL: 90 97 117 111 129 110 
Noy cee 92 99 113 116 129 112 
Deo rere 90 102 113 118 123 115 


* Bulletin de la statistique générale, vol. xvi, no. ii, p. 178; vol. xvii, no. 
li, p. 184. 
*See infra, appendix. 
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*See appendix for figures. 
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If one examines more closely the different industries gov- 
erned by this index, it is evident that the textiles suffered 
more than any other. The figures are given under three 
headings, the mechanical industry, which did not fall below 
one hundred per cent of 1913, though it declined sharply 
from the high average of 130 in 1926; the metal industries, 
which kept close to the average of 1925; and the textile in- 
dustry, which fell below ninety per cent of the 1913 level. 
This marked a serious condition in that industry, but it 
should be remembered that the textile industry in the world 
at large was in an unsettled condition.t In any case, the 
index for the textile industries rose to ninety-nine per cent 
of 1913 in November, 1927.2 Then again, the number of 
car loadings, a fairly significant indication of the volume 
of production, stayed at about the same level through 1925, 
1926, and 1927, but was slightly higher than in the years be- 
fore that.? A consideration of the fluctuation of bank clear- 
ings shows a very marked decline in 1927, but this must be 
attributed in large measure to the falling off of speculation, 
rather than to the lessening of normal commercial activities. 
The following comparison is significant. 


TABLE XLIII 
BANK CLEARINGS * 


Million Francs 
1923 Average monthly clearings............... 19,888 
1924 Average monthly clearings............... 30,671 
1926 July, high point of the year.............. 55,843 
1927 September, low point of year............ 20,593 


After September the volume of bank clearings shows a 
gradual upward trend, which was partial indication of the 
general recovery, although it is hardly to be expected that 
they will equal the large sums during the wild trading of 


* Bulletin de la statistique générale, vol. xvii (October-December, 1927) 


Dal: 

? Monthly Supplement, Bulletin de la statistique générale (Paris, Janu- 
ary, 1928), p. 2. 

*See infra, appendix. “See infra, appendix. 
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1926. It is sometimes hard to interpret these figures because 
of the many changes which the French banking system has 
undergone in the past fifteen years. The value of securities 
floated on the French market is an indication of some of the 
factors which influenced the fluctuations of bank clearings. 
Then again, the yield of the business turnover tax, which 


Unit: Million francs 
+ 400 


+€00 


-100 


00 


19¢4 1925 1926 1927 


CHART XXXITI 
SAVINGS DEPOSITS IN EXCESS OF WITHDRAWALS? 


showed the activity of economic affairs, pointed to a fairly 
prosperous condition in 1927.8 

The changes in export trade are surprising in view of the 
fears of a marked decline after stabilization. The figures 
show, on the contrary, a fairly steady growth after the 
first unfavorable reaction at the end of 1926. This decline, 


*See infra, appendix. *See supra, Chapter IX. 
7See appendix for figures. 
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moreover, was due mainly to the deflation of franc values 
and not to any notable decrease in tonnage. The net result 
of the trade situation was that for the first time in many 
years the balance of trade was favorable to France in 1926, 
and this favorable excess was slightly greater in 1927.1 This 
fact, which was contrary to some forecasts, goes to prove 
that the expansion of French commerce after the war was 
based on a number of factors, and not to any considerable: 
extent on the temporary advenees of a low-value currency. 
Moreover, the advantages which resulted from a greater cer- 
tainty in commercial operations in general, practically ‘off- 
set the loss of the exchange premium which had been a 
stimulus to particular industries. There is every reason to 
expect that French commerce will continue to be in balance 
or may even show a slight excess unless there is some unex- 
pected interference with French production in the next few 
years. | 
The effects of stability on production were not ae 
There are four reasons why the difficulties were not as seri- 
ous as might have been the case in other countries or at 
other times. In the first place, there were in France a large 
number of immigrant laborers. These were estimated at two 
millions in 1925. Since these workers were extremely mo- 
bile, returning home in considerable numbers from time to- 
time and changing from industry to industry, they served 
in a measure as a shock absorber for French labor. The 
government took steps to check the numbers coming in so 
that they would not compete with French workers. Then, in 
the second place, industries had been accumulating entirely 
unprecedented sums as profits and undivided surplus during 
the years of speculative changes. These funds made it pos- 
sible for them to go on producing during the times when 
profits were scarce, and steadied the economic situation. 
Thirdly, the workers who had been earning high wages dur- 
ing the war and postwar years had raised their standard of 
*See supra, Chapter I. 
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living in many respects. This meant that they had bought 
articles of better quality and found themselves better 
clothed and better supplied, so that they could stand a 
temporary slack time with less acute suffering. This fact 
has been noted also in connection with American labor 
during the years of depression after the armistice. A fourth 
fact, which has already been discussed in the descrip- 
tion of French life in general, is that many workers cul- 
tivated gardens, even owned their own houses and farms 
in some cases, and so were less subject to the ill effects of in- 
dustrial fluctuations. Careful observers who were in France 
during these years of depression noted certain signs of pov- 
erty and want, but felt convinced that recovery would soon 
come to a nation so well adapted to bear these shocks of 
financial changes. The general improvement of the situa- 
tion is indicated by the marked increase of savings in 1927.1 


THE STABILIZATION OF 1928 


The final act of stabilization of June 25, 1928, merely 
perpetuated the existing state of affairs, and increased con- 
fidence and economic activity.? Thus the france which had 
been worth about 20 cents before the war came to have a 
fairly steady value of 3.93 cents after the war. This change 
of ratio, which seems so marked when the comparison is 
made directly between the two periods, really brought no 
change at the time when it was recognized by law.* The 
adjustment had been so complete during the fifteen years 
that the new government measures simply confirmed what 
had been already widely accepted. In fact, after stabilization 
as before, the gold value of prices, the most definite phase 
of value which can be measured, had not changed since 1914 
more than in the United States and in other countries. 


*See infra, appendix. 

*R. Poincaré, Exposé des motifs dw projet de loi monétaire, Journal 
officiel, lois et décrets, June 24, 1928, p. 7068. 

°F. Maroni, “Aprés la réforme monétaire,” La Situation économique et 
financiére (June 29, 1928), p. 401. 
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Stabilization at the existing rate of exchange was there- 
fore welcomed in all quarters as the proper and desirable 
solution of the monetary problem. Those who still hoped 
to secure compensation for the decline in government securi- 
ties and other values, were far outnumbered by those who 
wished to gain regularity and predictability in exchange 
transactions. There was, indeed, little to concern the aver- 
age business man, except the fact that he need not worry 
any longer about sudden changes of export and import 
prices nor make abnormal efforts to build up bank balances 
abroad. 

To the student of monetary theory, on the other hand, 
there are four main points of interest in the provisions for 
stabilization. In the first place, it is significant that by the 
act of stabilization France passed almost imperceptibly to a 
full gold standard in place of the limping standard which 
had existed before the war. Then, in the second place, the 
new law did away with the former system of fixing the 
upper limit of the note circulation at a definite figure, and 
substituted the minimum ratio of gold to sight liabilities as 
the determinant. In the third place, in contrast to the pro- 
cedure in other countries, France secured no large foreign 
loans to facilitate stabilization. And, finally, as has been 
said above, the legal act of stabilization brought no adverse 
economic reaction, but rather hastened the recovery of 
industry which was, already, fairly general. 

It would be a mistake to exaggerate the first point. Al- 
though it was the first time in the history of France when 
there had been a full gold standard,? the part played by 
silver before the war had been a minor one, and the place 
of gold coinage in the future will probably be less in all 
countries than it was formerly. Nevertheless, this step is in 
the direction of simpler more flexible monetary procedure 


*J. M. Keynes, “The Stabilization of the Franc,” The New Republic 
(July 18, 1928), p. 218. 
*R. Poincaré, Exposé des motifs, loc. cit., p. 7069. 
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and also makes it possible to keep Paris more closely linked 
with London and New York because of greater similarity in 
banking method. The flow of gold to France in the early 
months of 1928 led to fears that further purchases might 
bring a general scramble for the world’s gold supply.t The 
purchases of metal had been occasioned more by efforts of 
the Bank of France to keep the franc steady in face of specu- 
lation for a rise, than by the desire to increase reserves. 
There was, in fact, no need to increase holdings once the 
rate of exchange for the franc had been fixed and specula- 
tors had become less anxious to buy franes. There was no 
immediate likelihood of circulating gold, though the law 
included the provision that the Bank should assure con- 
vertibility and that it should replace the metal and paper 
currency, to and including the 20 franc note, by other money 
before the end of 1932.2 The date of the manufacture of 
gold coin was to be fixed by decree. Fifteen years of the use 
of paper money had pretty well accustomed the French to 
do without gold, and there was no indication of any great 
impatience to put it in circulation again. The large reserves 
held by the Bank of France, over a billion dollars worth 3 
was well above the 35 per cent gold cover required by the 
new law. The position of the Bank was extremely strong, 
but a certain delay in putting gold in circulation was wise in 
view of the economy which results from a sparing use of 
the metal, and the danger which might arise if there were 
any sudden increase in the demand for gold coin. Thus, gold 
became more important as it was the sole value behind the 


*R. Poincaré, “Discours devant la Chambre,” Le Temps (June 23, 
1928), p. 3. 

* Journal officiel, lois et décrets, June 25, 1928, pp. 7085, 7086. 

*Le Pour et le contre (July 22, 1928), p. 699. The Bank statement for 
July 19 gave 29,403 million frances in addition to gold credits abroad. 

“Frédéric Jenny, Le Temps, Economique et financiére (July 2, 1928). 
“La situation de l’institut d’émission est, de ce fait, des plus brilliantes.” 
J. M. Keynes, The New Republic (July 18, 1925), p. 218. “The Bank of 
France emerges much stronger than the Bank of England.” 
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money, and less important in that it was not demanded for 
hand to hand circulation in the same way as before the war. 

The change in the manner of fixing the maximum for the 
note circulation, was probably a step in advance. Before 
1914, the number of notes was limited by law, with frequent 
increases as the limit tended to be reached. The system 
worked pretty well, but was subject to the criticism that it 
threw the matter into Parliament, and made it possible for 
sudden stringencies to disturb business if there seemed to 
be threat of delay in raising the limit. The new principle 
was to limit the notes by keeping a certain minimum ratio 
between the sight liabilities—notes and deposits—and gold. 
This principle, similar to that governing the Federal Re- 
serve notes, has been adopted in several countries since the 
war, and seems to be gaining ground over the more rigid 
systems. It throws more responsibility on the Bank man- 
agement and less on the law maker. It was an advance 
toward greater elasticity and simplicity in banking pro- 
cedure. 

From a political point of view the absence of foreign 
loans, the third notable aspect of the stabilization program, 
is particularly interesting, because it recalls the difficulties 
over the debt to the United States. Ever since the failure of 
the Caillaux mission in 1925, and the delay in regard to the 
Bérenger debt agreement, there had been much controversy 
as to how the franc could be stabilized without the ratifica- 
tion of the debt accord. It would have been unwise to 
request stabilization loans, if there were likelihood of 
Washington opposing the participation of Wall Street in 
such loans. The Experts’ Report had favored action on the 
debt accord and the recourse to loans in New York and 
London. When such loans proved unnecessary, the whole 
troublesome question was avoided.' It is true that Ger- 


“11t should be noted in this connection that France was making pay- 
ments to the United States, although she had not bound herself to make 
such payments. 
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many, also, had kept the rentenmark stable for several 
months without foreign help, but the subsequent arrange- 
ment for a large loan under the Dawes Plan consolidated 
the situation. England, Belgium and Italy all had outside 
‘support even though they did not, need to draw extensively 
on credits granted. The French position was strengthened 
by the large amounts of credit which had been accumulated 
by private individuals abroad,—thus, those who had at one 
time been called traitors because they had accelerated the 
“flight from the franc,” offered the means of support for 
stabilization, since their foreign credits constituted a poten- 
tial demand for franes.1 Meanwhile government resources 
‘were augmented by the flotation of consolidation loans.? 
In addition to the greater political freedom this gave France, 
it gratified the national pride and helped to lessen the dis- 
appointment of those who had hoped for an increase in the 
value of the franc. During the most severe crises, some had 
talked in a vague way of a “Dawes Plan for France” and 
the popular reply had been that France would save herself : 
certainly, in the final act of stabilization, she was highly 
successful. 

The general economic situation, the fourth subject of 
comment, needs no detailed discussion here. The state of 
foreign commerce, production, the budget, and the Bank 
was most favorable at the time the measure was passed and 
there was no notable interruption after June 25. There were 
of course adjustments which had to be made, but there was 
no general crisis, no widespread difficulty which could be 
attributed to stabilization. 


*Journal officiel, débats, Sénat, 2 séance, June 24, 1928, p. 1002. 
M. Chéron here comments on the various recommendations of the Ex- 
perts’ Committee and how, in general, they were fulfilled. In place of the 
foreign long time credits advised, short time credits were readily avail- 

able. 

*R. Poincaré, Le Temps (June 23, 1928), p. 5. The 1927 six per cent 
loan yielded 18,224 million francs and the 1928 five per cent yielded 
20,850 millions. 
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It is unfortunate that stabilization of the franc had to 
wait so long. If it could have been done sooner, a higher 
exchange value could have been chosen and this would have 
lessened the hardship which fell on the rente holders. If 
the situation had been in hand earlier, much ill-feeling and 
several distressing panics could have been avoided. The good 
and ill effects of a laissez faire policy are here seen. In the 
course of the struggle the strong came out fairly well, but 
the weak suffered many hardships. Then, as is frequent in 
the case of trial and error procedure, the final step to bring 
financial life to order was sure and reasonable. Real tenden- 
cies had indicated themselves so clearly that the law could 
take them into proper account. There are many to condemn 
the French government for its dilatory policy, and few to 
justify the delay and uncertainties which occurred. 

Stabilization took money out of politics and ended one of 
the most interesting cases of depreciation that has ever 
taken place. Those who are familiar with the history of 
money realize that there have been successive steps down- 
ward in the relation of most currencies to gold. Wars, 
changes in banking methods, the adjustment of the phy- . 
sical size of the unit and other causes have been responsible. 
Those who are less familiar with the problem of money 
value, are surprised that a unit can lose four-fifths of its 
value and still be an effective medium of exchange. It is 
possible, of course, that the size of the unit, the absolute 
purchasing power in gold or goods, affects in some way the 
habits of consumption, investment and exchange of a nation, 
However this may be, the ratio of money to gold, and even 
the ratio to goods, is relatively unimportant if this ratio is 
steady. It is only harmful to have a different relationship, 
while the change is taking place, and if it occurs rapidly. 
Thus, France is as well off with a frane worth four cents as 
she was when it was worth twenty cents, once stability and 
regularity have been reéstablished. 


VALUE 


UIs UMUN IT dats 


1907 


19¢6 


WEIGHT 
19€5 


1924 


1923 
*See appendix for figures. 


Unit:mitlion tons 
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Txosr who bought francs at two cents in 1926 and held 
them for a short time saw the value of their holdings 
doubled and their hopes of French financial recovery an 
accomplished fact. It is true that there were many reasons 
for not buying francs, reasons which frightened those who 
had seen the collapse of the mark and other currencies. 
Nevertheless, the underlying economic condition of France 
was sound and there was steady improvement after the 
sharp crisis of 1926. 

The franc had declined almost constantly through a 
period of twelve years. There had been sharp breaks, fol- 
lowed by short periods of recovery, with a net loss of four- 
fifths of the prewar gold value of the franc. Such deprecia- 
tion was bound to bring great changes in economic life. 
Some of these were unfavorable but some were favorable 
since they were in line with beneficial tendencies in produc- 
tion and consumption. This was true in France more than 
in other countries because prior to the war France had just 
begun to adapt herself in a slight degree to large-scale pro- 
duction and to the general attitude of mind which prevailed 
in most western European countries. Thus, readjustments, 
which were unavoidable after severe depreciation, tended 
to hasten the adaptation of French economic life to modern 
conditions. It was natural, therefore, that the final act of 
stabilization in June, 1928, increased the optimism of those 
who had seen the rapid recovery of the preceding months.’ 

1The Manchester Guardian, “The Franc” (June 25, 1928), p. 8. “France 
has no unemployment, her industry has been modernized and is competing 


more effectively than ever before with that of other countries...” 
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Conclusions as to the effects of depreciation and predic- 
tions as to the economic future fall naturally under two 
headings, first, those which are concerned immediately with 
practical affairs and, second, those which deal mainly with 
theory. A proper appreciation of the practical aspects of the 
French situation must be based more on a familiarity with 
actual conditions than on a study of documents and aca- 
demic opinions. A correct analysis of the bearing of recent 
events on economic theory, on the other hand, calls for a 
wide historical knowledge which few possess. It is possible, 
however, to note briefly a few of the outstanding character- 
istics of French life, and point to the shift of emphasis in 
economic principles without claiming a full knowledge of 
either fact or theory. 

In 1928, France possessed about the same material wealth 
as she did before the war. The losses caused by the hostilities 
were approximately offset by the gain in territories, rich in 
mineral and industrial resources. An accurate statement of 
the war balance sheet of France is, of course, impossible un- 
til the reparation question has been finally settled. 

The more indirect effects of the war through depreciation, 
taxation, debt increases, and the redistribution of wealth in 
general, cannot be disposed of in such summary fashion. 
The loss in financial prestige, for instance, which has been 
mentioned above, was considerable, but France was never 
one of the important international money markets. The 
loss in her investments abroad had been great but there are 
indications that a considerable portion of these have been 
replaced out of postwar profits invested in other countries. 
The less obvious, and, at the same time, more serious harm, 
wrought by violent shifts in the distribution of wealth 
through the depreciation of government securities and the 
unequal incidence of taxation, cannot be measured and 
appraised. It must be taken into account even though it 
is recognized as intangible, In fact, it is probable, that such 
injuries were the more serious in that they were so hard to 
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anticipate and measure. Despite severe losses, however, it 
is evident that France recovered with surprising rapidity. 
She emerged from the trying months of preliminary stabil- 
ization into a period of sound prosperity." 

A study of the particular financial measures adopted and 
of their after effects, leads to the conclusion that this re- 
covery is to be attributed more to the general intelligence 
and energy of the nation than to carefully wrought plans 
and consistent financial policies. It is true that during the 
war there was little room for choice of method, particularly 
during the early months. Loans, inflation, and foreign aid 
were, to a considerable degree, inevitable. Taxation was 
difficult and any considerable restriction of expenditures was 
practically impossible. Thus, to a certain extent, budget de- 
ficits as well as the increase in the internal debt must be 
considered unavoidable. 

The history of war finance, reconstruction, and reparation 
is full of strange contrasts. There was much extravagance 
and mismanagement in the rebuilding of the destroyed vil- 
lages, but, on the other hand, the return to normal life 
in the invaded regions was remarkable. Those who saw the 
extent of the damage did not believe that villages could rise 
so quickly from the ruins, then again, the confusion and 
conflict in regard to reparation is hard to understand in 
retrospect. There is little doubt that France stood in the way 
of her own best interests in refusing for several years to look 
at the problem with a reasonable consideration of the basic 
importance of German recovery.” The emotions and disap- 
pointments which are the aftermath of war are a partial ex- 
planation of the frequent misunderstandings. 

The technical measures which were used to support the 
franc, at times when financial difficulties threatened its 


1The Economist (London, June 23, 1928), p. 1286. “France now that the 
worst of her post-war troubles are over, will henceforward play a much 
larger rdle as a producing and exporting country than she did before the 
war.” ; 

7Charles Rist, Les Finances de guerre d’ Allemagne (Paris, 1921). 
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destruction, were frequently inadequate and ill advised. 
This was true in part because French traditions and insti- 
tutions were not fitted for the ready control of runaway 
money. It is notable that centralized control of banking 
was almost entirely lacking, that the discount rate had 
never become an effective instrument of credit control, that 
currency was used in transactions where credit would have 
been used in other countries, and that there had been too 
much dependence on internal government loans. These facts 
made it more difficult to use the discount rate as a weapon 
against depreciation. Moreover, attempts at deflation, be- 
cause they were ill-timed and too little codrdinated with the 
government policy as to loans, led to future difficulties and, 
therefore, to further depreciation of the franc. Thus the at- 
tempt to control values through the medium of banks was 
fruitless and often led to severe crises which shook the 
French financial structure. In other countries and at other 
times, the situation might have worked out differently. Ac- 
tually, in France, the plans of finance ministers usually 
availed little and did not lead to heroic effort and vigor- 
ous measures in taxation until the threat of catastrophe 
brought painful realization of the need for government 
revenues. 

Political difficulties were in most cases at the bottom of 
these economic disturbances and they did not cease with 
stabilization. The traditional division into many parties and 
the uncertainty of political majorities, made the formulation 
of financial programs an extremely delicate matter. It be- 
came evident, eventually, that recovery was dependent on a 
temporary fusion of interests such as would make possible a 
strong and continuous policy. 

The surprising thing about the history of depreciation in 
France is that through almost all the financial storms, pro- 
duction continued with little interruption. Both internal 
commerce and foreign trade developed in a slow but fairly 
steady fashion. Except for the depression of 1921, and that 
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of 1927, there was practically no recession either in econ- 
omic activity or in the further develonment of material 
resources. Thus, the financial crises were not the result of 
general economic difficulties, but rather, of the problems of 
distribution of wealth particularly as they are connected 
with taxation and the internal debt. 

The slow adaptation of taxation to the urgent needs of 
the government is the natural sequel to a long series of 
events which had disturbed French life for more than a 
hundred years. The struggle between classes, the frequent 
changes in political systems, and the general distrust which 
resulted from revolutions and wars, made it difficult to 
handle public finance in the best. technical manner. The ex- 
treme emergency of the war hastened the evolution of the 
fiscal system at some points, while it retarded it at others. 
The shift from indirect to direct taxation was halted by the 
dependence of the government on indirect taxes which 
tended to adjust themselves automatically to price changes, 
although, on the other hand, the need for more funds led 
to heavy levies on inherited wealth and high incomes. This 
latter tendency, in so far as it was evident, was merely a 
continuation of the prewar development and was in line 
with a general simplification of the whole financial pro- 
cedure. 

Another significant change in France, as in a number of 
other countries was the higher standard of living of the 
lower income classes, a change which frequently comes with 
rapidly fluctuating prices. Although this has been deplored 
by some, as causing extravagance and impairing the habits 
of thrift and economy, it is probable that it will lead to an 
enlargement and enrichment of French life. Along with this, 
there are indications of greater flexibility in industrial 
methods and a broader viewpoint on the part of the small 
producer and merchant. Though some of these changes are 
most evident in their materialistic aspects in the first in- 
stance, they lead almost inevitably to broader sympathies 
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and interests with the passage of time. Consequently, in 
spite of the real havoc wrought by depreciation, a considera- 
tion of the general tendencies of French economic life over 
a period of fifteen years must end on a cheerful note. There 
are signs of vigor and a healthy adaptation to present-day 
conditions. 

When one turns from the actual state of affairs in France 
to points of theory raised in explanation of the depreciation 
of the franc, certain modifications and qualifications of some 
of the existing doctrines seem called for. It is true that the 
fifteen years under consideration were exceptional in many 
respects. It is even more true, that one cannot carry over 
conclusions based on “short-run” relationships to “long- 
run” situations. Nevertheless, it is necessary to take account 
of such striking exceptions before formulating economic 
“laws.” This is particularly true in the use of the quantity 
theory, the purchasing power parity doctrine, and theories 
regarding speculation. In France experience shows that the 
main effort to protect the franc had to be devoted, not to 
controlling the quantity of money directly, but to straight- 
ening out the budget tangle, and this required certain very 
important political adjustments. Moreover, attempts made 
in France to steady values through the direct control of 
money and credit failed miserably. Then again, the ex- 
change value of the franc did not influence very directly the 
flow of commodity trade, nor did commerce react on the in- 
ternal value situation very quickly. Thus, it is necessary to 
qualify and limit the meaning of the quantity theory as an 
explanation and as a guide to practical action. There was no 
clear line of causality in France, running from the volume 
of purchasing power to price levels and, thence, to the flow 
of foreign trade and the shifting of credit balances between 
countries. Changes, when they were in harmony with each 
other were in some cases simultaneous, while in some in- 
stances they acted in ways quite contrary to certain abstract 
theories. 
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On the other hand, the ready response of the various 
economic factors to political and financial events in France, 
seems to offer clear evidence of the power of speculation, 
using the term in the broadest sense. Of course it is possible 
for those who prefer to put the main stress on purchasing 
power to say that speculation was merely anticipating the 
future increases in purchasing power which would result 
from a political upset or national bankruptcy. Such an in- 
terpretation, however, does violence to the point of view 
actually existing in France and misrepresents the more pow- 
erful forces at work. For instance, a wave of distrust sweep- 
ing through financial centers sometimes made it possible for 
a slightly unfavorable turn of financial life to be the occa- 
sion for a very unfavorable budget situation and, thus, an 
increase in the means of payment through government bor- 
rowings. At another time, a much more serious gap between 
government expenditures and receipts, even one great 
enough to cause a large increase in borrowing, would not 
lead to a corresponding change in prices, and might even be 
offset in a short time by deflation, because it had not led to 
adverse speculation. The crux of the matter does not lie in 
whether or not the changes in purchasing power affected 
the price level, for few will deny that in one form or an- 
other, an increasing means of payment and a rising price 
level go together. But the crux lies in whether or not favor- 
able speculation can make a difference in delaying or defin- 
itely preventing price and exchange increase, and whether 
or not a loss of confidence can lead to a marked rise in values 
accompanied by or followed by an increase in money. Con- 
clusions as to this matter based on a study of the france, are 
that speculation is an important foree, guided by a multi- 
tude of factors, and not mainly by the quantity of money, 
that speculation for short periods can hold a weak currency 
above the value justified by economic conditions, that 
speculation can depress values so that the readjustment of 
all other economic factors will be downward and the net loss 
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due to the temporary attack on a currency may never be 
completely regained. 

“Speculation” is a word used in many ways and sug- 
gesting many different agents and influences. It is here 
taken to mean the tide of opinion and the general state of 
public confidence which can influence values, as well as 
some of the more technical implications of the word. Its in- 
fluence is traced through two main channels. In the first 
place, it is effective through the shifting of balances in and 
out of France, or what is known as the “flight from the 
franc.” This tendency is hard to measure because of the diffi- 
culty of discovering the ownership of bank balances, and 
because many credits and deposits can never be traced to 
their source. Nevertheless, the general forces at work are 
well known and the importance of these capital movements 
in all cases of severe depreciation are so generally recognized 
as to need no proof. Then, in the second place, speculation 
acts within a country through the shrinkage <v expansion of 
the value of government securities as well as affecting 
people’s desire to hold money. In the case of France, changes 
in the value of government securities were particularly im- 
portant, because the treasury depended to a considerable ex- 
tent on bons de la défense nationale. For this reason, any 
sudden wave of pessimism led to a withdrawal of funds from 
the treasury, and very directly to the issue of new notes by 
the Bank of France, notes which might not have been 
needed if the public had been less susceptible to the rumors 
and vicissitudes which were characteristic of the postwar 
years. 

There is no real conflict between this interpretation of the 
French case and the most commonly accepted theories of 
the relation between money and prices. There is, however, a 
difference in emphasis which would lead one to work in a 
practical situation, not directly through money and credit, 
but indirectly through whatever factor was disturbing the 
institutions which issued money and credit. That is, in 
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France it was more important to secure political unity than 
it was to pay back the advances of the Bank of France to the 
State. It was more important to put the treasury accounts 
in order by cutting down expenses and collecting the taxes 
which had been voted than it was to increase the dis- 
count rate. Indeed, decreasing the note circulation may have 
caused later depreciation, and the increase in the discount 
rate accentuated unfavorable speculation. Thus, paradoxi- 
cally, the deflation voted in 1920 caused the inflation in 
1925. 

It is perfectly possible to harmonize events in France with 
the broader formulations of the quantity theory. In fact, 
it is not possible to question seriously the formulas which 
take account of the influence of money together with the 
rapidity of its circulation, or those which state that incomes 
spent are the important forces behind value changes. It 
must be remembered, however, that in handling emergencies 
such as the panics of 1924 and 1926 those in authority in 
France could not focus on the long run adjustments, but had 
to seek out those things which would stay the tide rushing 
so destructively against the france. They had to fight for 
the breathing space which would make it possible for the 
usual relationships to be reéstablished. Only when a normal 
state of mind had been attained, could the instruments of 
economic control work in the expected manner, only when 
the fever had subsided could those who were speculating 
see clearly the nature of long-run values and act for their 
own best interests. 

France achieved this breathing space. Moreover, she 
avoided the extremes of collapse and destructive deflation. 
Productive life has been fairly normal despite the distressing 
crises in finance. It is astonishing to find the power of re- 
covery so great, and there is reason to hope that the con- 
structive forces now evident in some parts of French in- 
dustrial life have created a sound basis for enduring financial 
stability. 
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THE DOLLAR EXCHANGE RATES ON THE PARIS BOURSE* 


January? 

Low High 

Ie yeoeoees 5.425 5.475 
DH Ineo cee 5.425 5.475. 
OER ate ee ie 5.425 5.475 
iE Ae nae) 5.425 5.475 
i eee Ee Pee Bee 
Oss Aare eRe 5.425 5.475 
bee ce Seto: 5.425 5.475 
CP eso 5.425 5.475 
OEE Sees 5.425 5.475 
1G ey Moree 5.425 5.475 
IL LE oS Pr ees 5.425 5.475 
i De ee panes A a ne 
Oe eee ns tk 5.425 5.475 
Wa. 4: 5.425 5.475 
Sey ccna 5.425 5.475 
Gert ren 5.425 5.475 
Ula tesare 5.425 5.475 
US as anil 5.425 5.475 
OW te Bos ae ar: 
DORR eee 5.425 5.475 
DAM PEt eee, 5.425 5.475 
DE a ae ares A 5.425 5.475 
DB Bs gee 3 UA 5.425 5.475 
Oe Cee 5.425 5.475 
DSN svete als 5.425 5.475 
DOR Ase es A rate 
DAN are Ras 5425 5.475 
DA SSON Be aie a 5.425 5.475 
DO eee 5 Oe 5.425 5.475 
OOD. Sees, 5.425 5.475 
Die Sev ch is 5.425 5.475 


Daily 1919 
February 
Low High 
5.425 5.475 
5.425 5.475 
5.425 5.475 
5.425 5.475 
5.425 5.475 
5.425 5.475 
5.425 5.475 
5.425 5.475 
5.425 5.475 
5.425 5.475 
5.425 5.475 
5.425 5.475 
5.425 5.475 
5.425 5.475 
5.425 5.475 
5.425 5.475 
5.425 5.475 
5.425 5.475 
5.425 5.475 
5.425 5.475 
5.425 5.475 
5.425 5.475 
5.425 5.475 


5.425 5.475 


March 
Low High 
5.425 5.475 
5.425 5.475 
5.425 5.475 
5.425 5.475 
5.425 5.475 
5.425 5.475 
5.425 5.475 
5.425 5.475 
5.425 5.475 
5.425 5.475 
5.425 5.475 
5.500 5.550 
5.650 5.750 
5.700 5.880 
5.680 5.760 


no $ quotation 


5.740 = 5.790 
5.725 5.775 
5.770 = §. 820 
5.790 5.840 
5.795 5.845 
5.875 5.925 
5.920 5.970 
5.950 6.020 
6.055 6.105 
6.045 6.095 


*La Cote officielle, Journal official, Paris, daily issues. For January 1, 
1919, to September 10, 1919, and from January 28, 1924, a series of fae 
for quotations on the Bourse printed in this official source, the high and 
low are given here. For the other days averages are given in La Cote 


officielle. 


? Quotations were the same from January 1 till March 13. 
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THE DOLLAR EXCHANGE RATES ON THE PARIS BOURSE 


Low 

i be srsceceet caida 6.050 
Dp RES ANA Se 6.000 
Oat rose 5.930 
AES. ae 5.825 
Oia een cteienaets 5.895 
Gis ofeictsetets oe 
Mw aerteene 5.855 
Siaae cece 5.860 
AOS EE 5.955 
JOneaactiece 5.980 
TRA re hres 5.990 
Oe rcitaters 6.010 
1S ares OS eee 
Tats sven 5.925 
1 eas a 5.960 
LGtsoesecre 5.975 
[TASES ee 5.975 
LSet ee ae et 
[OM Aan 5 ORE 
DO eae ye cree tere 
DA nesters ees Ale Pot 
DO ae 5.995 
DE ne toca 6.005 
7 Ng te eee 6.045 
Dirt vere secre 6.085 
DAS eee 6.055 
DA Ort tO acne 
DR ana Sere 6.055 
AY Waa ser ei Pr 6.020 
OOo caterers siete 6.030 
Ol cornea aereets Sane 


April 
High 
6.100 
6.050 
5.980 
5.875 
5.945 
5.905 
5.910 
6.005 
6.050 
6.040 
6.060 
5.975 
6.010 
6.025 
6.025 


6.045 
6.055 
6.095 
6.135 
6.105 
6.105 
6.070 
6.080 


Daily 1919 


May 
Low 


6.035 
6.045 
6.115 
6.135 
6.115 
6.095 
6.140 
6.140 
6.155 
6.220 
6.265 
6.285 
6.365 
6.425 
6.475 
6.525 
6.620 
6.570 
6.525 
6.465 
6.555 
6.530 
6.350 
6.275 
6.320 


High 
6.085 
6.095 
6.165 
6.185 
6.165 
6.145 
6.190 
6.190 
6.205 
6.270 
6.315 
6.335 
6.415 
6.475 
6.525 
6.575 
6.670 
6.690 
6.575 
6.515 
6.605 
6.580 
6.470 
6.325 
6.370 


_ June 
Low High 
6.225 6.275 
6.365 6.415 
6.435 6.485 
6.440 6.490 
6.445 6.495 
6.415 6.465 
6.400 6.450 
6.385 6.485 
6.305 6.355 
6.305 6.355 
6.465 6.515 
6.480 6.530 
6.435 6.485 
6.400 6.450 
6.350 6.400 
6.395 6.445 
6.460 6.510 
6.455 6.505 

: 6.500 
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THE DOLLAR EXCHANGE RATES ON THE PARIS BOURSE 


July 
Low High 
i Reserv Srey ran 6.445 6.495 
ead ore 6.455 6.505 
Eas iottrewane ier 6.550 6.610 
Bec scee os 6.665 6.715 
5 heh Aa Bets soos 
Gitauieniie.s ieee Ries 
Deies acre he 6.785 6.835 
ci ae ee 6.900 6.950 
Or Recs Fx 6.815 6.865 
LO eects 6.845 6.895 
UVB tip ania 6.820 6.870 
de cota stora ws Rare a 
i Le ee apne 
MEN ee. scr tects Sa shee a 
BOR crepes Se 6.880 6.930 
NOS soe ceitie: ss 6.990 7.040 
Ae ee 7.170 7.220 
DS eerste) oie felt 7.050 7.100 
CO aa ees Sis 
BO eecearsie o.0 i Setehe 
Deters ate no $ quotation 
Caine as st 7.080 7.130 
Doles cis ae 7.085 7.185 
ee eee 7.095 7.145 
eae saab tee 7.115 7.165 
Ducta eakie cies poral ere, 
24 eae Be, Rane 
SPN hat 7.160 7.210 
DOW ior vents 7.245 7.295 
GR Not) oe 7.235 7.285 
3 US 6 abd kres 7.230 7.280 


Daily 1919 
August 
Low High 
7.255 7.305 
7335 7.385 
7.420 7.470 
7.570 7.760 
7.640 7.950 
7.695 7.745 
7625 7.675 
7.625 7.675 
7.735 7.785 
7.770 7.820 
7.870 7.920 
7.985 8.035 
8.140 8.210 
8.175 8.225 
8.145 8.195 
8.080 8.130 
8.070 8.120 
8.035 8.085 
7.895 7.945 
8.050 8.100 


September * 
Low High 
8.095 8.145 
8.145 8.195 
8.145 8,195 
8.195 8.245 
8.255 8.2305 


8.300 8.350 
8.340 8390 
8.370 
8.405 
8.565 


8.930 
9.135 
9.150 
8.740 
8.850 


8.850 
8.700 
8.610 
8.350 
8.100 
7.600 
8.485 


*The manner of quoting the rates changed in September. 
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Daily 1919 
(Average) 
October November December 

| eA owe 8.505 aria 9.865 

D8 Pie rae tcc 8.445 abe 9.985 

Oe aes cme 8.445 8.855 10.300 

ANAS Sa aee 8.415 9.040 10.330 

ASN orice Sadie 9.045 10.500 

O Seok. are 8.370 8.955 10.780 

(ROAR AGH 8.350 8.960. a ee 

Ror pley ah. Mae 8.420 9.015 11.240 

Cite tean eer 8.480 Mee 11,885 
TOSS a aed 8.495 9.160 11.825 
jt Be anceeres 8.540 9 320 11.595 
12 Fee. eh 9.540 11.350 
1 eee Oa 8.600 9.340 11.425 
LAE ee ae 8.725 96207 re Lu” Aeon 
LO eerie 8.775 9.420 11135 
162. BAR Ree 8.730 ee, 10.030 
I BP ne ye Seae 8.665 9.475 10.320 
Save tae 8.625 9.610 11.275 
ALS A ciara aha Here 9.675 11.180 
DAU SRE hoe fe 8.665 9.710 10.860 
PA eR EAs as OS 8.695 O'G85. sp aa eee 
QD RA ES 8.670 9.615 10.690 
DEW Aya ea eee 8.675 oe 10.355 
DAN Reteto <#e 8.670 9.600 10.500 
DOR ee 8.660 0 ON ee Gee ee 
QGn. cence rid 9.685 10.525 
DH aa ahs, Hee 8.615 9.735 10.545 
DST A Borders 8.675 O15: 2 se oe ee 
DA sh raver ete 8.810 9.755 10.745 
SOR 8.835 Ps 


St. eee 8.840 eins 10.995 
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THE DOLLAR EXCHANGE RATES ON THE PARIS BOURSE 


Jan 
1 Bro eemaeeree Ee 
Dee aa 10.810 
Se ieee 10.755 
LU LT Oe 
GS eon ae 10.755 
OMe nae 10.750 
i te, ee 10.980 
he BA a 11.165 
OAR ne 11.170 
IC as Aaceraee 11.140 
ee ees 
Pen eo ge TS) 
MBs ear 11.200 
LA 11.245 
IY Ao BAe 11.440 
UGS 5 aes 11.565 
Lip aeerocoe 11.570 
SOW WO sccnsy oh So eae as 
NOTRE suen,2 % 11.540 
DAU apace repeal LOS 
De Pathe 11.915 
DAS. oa 12.145 
Bx ak Bee 11.910 
EE stirs, ces 12.075 
OE rin eRe 
DG nae 12.520 
DU 5 to eee 12.890 
Diemer 13.405 
Sy a8 Geren 13.190 
BO Wee. esccte 1375 
Slee hes 13.220 


Daily 1920 
(Average) 
Feb Mar 
pipers 14.255 
13.530 14.085 
14.390 14.205 
14.740 14.170 
15.000 13.935 
TE5007 Fess 
14.960, Ves & 
eae 14.030 
14.485 13.820 
14.415 13.440 
14.470 13.030 
14.215 13.415 
14330" Bee as 
PHO. ine. 
Ae 13.610 
14.215 13.585 
14.400 13.450 
14.315 13.625 
13.845 13.680 
LSd40r 7 >see 
hese 14.275 
14.300 14.930 
14.245 14.550 
14.095 14.330 
14.320 14.400 
Ia ergnciae 
eee 14.480 
exter 14.905 
ae 14.970 


eee ee 


eee ee 


see ee 


eee ee 


eee ee 


eee ee 


eee ee 


eee ee 


ee eee 


eee ee 


Pie (a 68 


oe eee 


ce eee 


ee ees 


eee oe 


eeeee 


ce eee 


enece 


se eee 


eoeeee 
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Daily 1920 
(Average) 
July Aug Sep Oct Nov Dec 
RRO ra 12:100) Saat 14.345 149505 pect oe 16.510 
DAB nt ee 8 a 11.940 13.035 14.390 14845 .  whe.. 16.450 
OA AE ates 13.825 14.475 Se os, 15.965 16.565 
res atten eS! hah 141040 eee 15.015 16.205 16.655 
Sotserat etc 11.600 13,940 Deere 14.940 16.6309 sects 
Gia 11.645 13.930 14.450 14.955 16.555 16.795 
1 (eink Akon 11745. Gees: 14.620 14,965 "282... 17.065 
SPE es 12:1 50a. 14.825 14.980 17.190 16.775 
Ori ie Coors 11.790 14.060 14.745 14.985 17.290 17.040 
LOCSIC te 13.960 14/855-00 weses cs 17.190 17.070 
LLee c re re 13:760. mewn. 152195: Fees 17.070 
IP Rear 4 11.840 13/695 meeeeye tee 15.300 17290. = eee 
I Fav hanes 11.925 13.820 15.130 15.190 17.170 17.170 
TA SS RG Ob Ee race 15.610 15215) ea. 17.210 
15a 1 2DOS0s eee. 15.450 15.325 17.400 17.070 
BLS bs ees 11865; ase. 15.260 15.400 17.320 16.905 
ie Re.) on eee 13.710 15,090: See. 16.630 16.400 
ISAS Aree 13.815; fate 15.450 16.215 16.735 
19 eee 12.055 14025) eas 15.555 16,795) arc eee 
item nora 122235) 14.120 14.325 15.460 16.635 17.115 
J) kn Roepe 12:27 D eee 14.705 153420 2 sien. 16.770 
DIM bic Sac 12.705 meee 14.955 15.465 16.240 16.905 
DS eae 13.140 14.155 14.575 15.490 16.095 16.835 
QA he Aint | 14.560 14.840 Geeees: 16.400 16.950 
DARA Ripa jhe take 14/610 Seen 15.495 16.7150 ae 
26 sere eee 12.960 TATOO We Bibtertere 15.615 16515 ee 
Oe ae 12725 14.350 15.010 15.760 16.430 17.095 
ORs Sige oe 1257 (OUn nee 14.915 T5715 2 eee 17.210 
OO Mere 13085 sees a 14.915 15.655 16.600 17.135 
30S 13.075 14.520 15.080 15.755 16.495 16.865 
Ee Nees. sao 13.105 14.510: Che oe male rcosts ec 16.885 
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Daily 1921 
(Average) 
Jan Feb Mar Apr May June 

Lp ee roles, 14.530 13.875 T4980) Pen. 11.910 
Oy RRR Eee yeas 14.310 14.060 14.325 12.915 11.915 
3 de EE 17.075 14.225 150958 em wee tee 12.510 12.010 
ee en 17.180 14.220 13.835 14.325 12635 eee 
Dyers siciere 17.020 14.240 13.930 TA DSH yo aes trhcelcn wa corsieters 
Geis os os 16680) Wee ee Bees 14.090 12.112 12.425 
TERS esc 'ole 16.845 14.250 13.820 TSO 750 walkers ae 12.535 
Ci eer 16.795 14.205 13.950 TRS. Saar 12.500 
OUND Gee, oeae 13.965 14.110 14.195 12.235 12.885 
iD ise eeetee 16.825 13.890 LAOLOD Geass 11.820 12.785 
Aileen tc, <tc 16.340 13.785 14.030 14.025 OOS Famer car 
ID cee cre cere 16.280 13.785 14.110 14.035 AOIO! SU eyoete 
NOMA. vs 16:520" Hiteet- Te paces 14.125 11.645 12.700 
WAR FER los 5% 16.380 13.795 14.155 IZSOVAD) = ~ Goaae 12.540 
UR aS aera 16.485 13.570 14.465 141020 eee 12.430 
IG Asai oes oo oe 13.360 14.215 AB) owas 12.070 
Gece ices 16.210 13.560 14°42) See 11.875 12.080 
ibs eepeeae 15.895 13.640 14.360 13.950 LL68R> eres 
ORS iets 15.845 14.045 14.425 13.745 1815 eee 
DOM Mas cv als AS O50" MUMS eater cts 13.700 11.365 12.145 
Die tas snes 15.065 13.945 14.330 13 {7O0RMEe ee. 12.295 
OR iS or 14.310 13.790 14.365 BWA hadse 12.520 
ESA Pvene One b EROCIE 13.780 14.355 13.705 11.800 12.425 
OP eo eo 13.955 13.950 T4390" aee. 12.000 12.510 
De Rea 13.735 4S 20 eee 13.600 AT Sa We eee. 
DG ee othe 14.120 IBSOe saad 13.330 inv whey 2 Soon 
Dea oars NSOD5m cmt ge) act e:s 13.265 11.890 12.365 
DR ele a's cieye 14.265 A040 eee. 132210 eee a 12.365 
OA 5 Se cs OA ee 14.410 13010 eee 12.380 
SOM eerste | naive s 14.260 12.900 12.245 12.490 
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July 

Taye sero 12.495 
DE Re ee 12.495 
SHOES ee Oe 12.455 
Pe ere eee 12.450 
Oia tence ae 
Gia anncas 12.565 
Ui erate 12.590 
Ce hacks 12.565 
Oe wee 12.565 
LOSS 5. eee 7. 
Teles ere 12.865 
1 PA See 12.865 
le eto ese 12.675 
TA A oa aeege Ds 
Ue Ae eae Be 
Gites a eee 
il Timers 26s 
1S pace 12.865 
LOR ew ee 12.910 
Oe, Rene: 12.860 
Dia Orrin 12.935 
DOWER a ras 12.915 
Steg it aoa 12.915 
DARA. Atal Renee dad ee 
25 aon as 12.940 
DORM ees 12.925 
DIES nes 12.915 
ele ee ae 12.980 
DOR GS eae 12.980 
SOR 13.160 
Blind tae ee 


Aug 


13.040 


Daily 1921 
(Average) 
Sep 


cee oe 


eee ee 


oc eee 


ee 1e.0. 9 


a elene 6 


eee ee 


ce eee 


ene tee) 0 


oe eee 


eee ee 


PO ONO 


eevee 


oe eee 


ee eee 


ee eee 
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Daily 1922 
(Average) 
Jan Feb Mar Apr May June 
fee em spats 12.050 10.850 11.080 10.860 10.985 
DIN A Pin. a pvabegeerne 11.925 10935) “aes 10.860 10.975 
Reeve state 12.455 11.905 10.925 11.005 NOG. _adoe 
AUR Bineires 12.485 11.910 11.040 10.935 Ce = Vacadic 
Disc teks tials DO Om tameee See ae eels 10.905 HOO sad 
Gectctoeeusr 12.440 11.870 11.025 KOGA).  isadve 10.960 
Cle. Ba Seas 12.465 11.845 11,045 OO 70sec: 10.960 
ok SO ea cen 11.790 11.240 10.945 11.020 10.970 
OP PAS. Gs os 12.085 11.540. TEA AS werk shee 10.980 11.050 
OE Fe os sve 12.015 11.560 11.165 10.880 LOO TOM ee ers 
aR ace hese ce 12.095 11.730 11.210 10.850 NOGA acto 
DA: Fe eas T2060 AMRe te | ORR 10.850 10.955 11.195 
SRA. «cron 12.230 AKG 11.320 1085 eee 11.290 
NAS eee s 12.185 11.570 Ole we bas le codes 11.350 
Maer: aaa cmeestiene 11.550 LR Gee aaa o 10.940 11.305 
IG eid 12.090 112555 alin ete = © <3 dides 10.940 11.380 
Wee Pe ean 12.155 11.485 AGO weer. NOOSOe tere ike 
10S} ae ae ea 12.240 11.300 11.045 10.735 NOO75ae eerie 
OR eects as ANG IONS pe eee enn eats 10.780 11.035 11.700 
DO ee. eave: 3 Ibs ys) 10.910 It saXO) LO: 5S eee. 11.6380 
Dil a eens 12.370 10.935 TL Ss) LOs755) ieee 11.550 
DORN htc ate beens 10.985 11.025 10.725 e253 11.630 
ay ese Oiae DNS 12.505 10.915 TAOGS: Aare 11.085 11.715 
DART etene 12.370 11.045 11.075 10.740 TOOO" | eae 
DS nae 12.245 11.230 11.045 1OHZ207% Tat acy me eee 
OT es Baer OEY i. SAS en, Looe 10.840 10.960 12.060 
DA fiche PRR 12.245 10.895 11.110 O:S4 5 meee 11.935 
Dh 59 oA ERNE, 12.195 10.935 11.190 LOS 70m eee ee 11.905 
DOMMES Era tin t!s fe 11.100 10.920 10.950 12.040 
S( Meter. access IZAGCO 9% hc. TRLO0 thee 10.945 11.995 
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Daily 1922 
July Aug Sep Oct Nov Dec 
Leen. centre 12.195 T2895: > eet erent 14.230 
Daas: Sie net ec 12320" eee 13.175 14.335 14.200 
SIE 45 11.980 12-265 nee 13.210 14540) ieee 
Aine km 12.060 12.185 12.845 13.190 14.575 14.310 
Siretrccmas 123195) Taree 12.845 13095. eure 14.340 
(ipfrord, Rae 12:2605 Teese. 12.660 13.175 14.820 14.315 
Tot ee 12.695 12.250 12:725° Flee 15.590 14.165 
Sa aN h e's Rae eee 12.280 12.9105 seve 16.060 14.085 
OI eemeen cee 12-41 Ore 13.195 15.565 14.170 
1Q Sis ee 12.800 12535) eee 13.285 15\ 235 ee 
Dlneteere teers 12.370 12.370 13.095 13.2455 eee 14.220 
IDF ee 122250 eae 13.055 13240 See 14.070 
Loe ae 1D 20) eee 13.145 13.190 14.735 14.060 
14S eR eRe en Gee 13.3002 eee 14.960 13.930 
15h by Eee aa eee 1361555 eee 14.950 13.700 
16Seho eee 12.555 ee ee 13.310 14.655 13.260 
LW Pr res tar 12.115 IVAN bees 13.350 14-4100. cecer 
LS 2 ee 11.935 12.465 13.270 13.415 14.225 13.120 
J RSs meres, TES20; Ween es 1S OR Us) 13525 a eeteeiers 18.560 
DO settee we 11.940) eee 13.120 13.450 14.105 13.475 
DI Ane 11.830 12.510 13‘05 5m 13.510 13.500 
DPA SES Meer 2B 5, ed 12.585 13.135 eee 14.120 13.455 
23 Ein eer 12.710 eee 13.835 13.970 13.500 
OA ene 11.780 12/875 tla een 14.010 139602 re 
DAs by to setts 11.835 13.105 13.000 14.075 14.000 20 
Die eos 121050 eee 13.140 14605; oe meee oe 13.525 
Da bate be 12.0707 meee 13.165 14.435 14.195 13.755 
DSR awen aoe 12.075 12.960 13:220) eee 14.545 13.905 
DONA. s,m ae 12.970 13:22555 See 14.400 13.785 
S05 eee 13000 Sees. 14.455 14.370 13.700 


APPENDIX 


465 


THE DOLLAR EXCHANGE RATES ON THE PARIS BOURSE 


Jan 
lye a eircom tetas «2 
Dae meyer 13.550 
Sie eee hs 13.835 
veh 1k ee 14.085 
yee aaa Start 14.435 
Olsereste as 14.215 
Tina ae 2 ines aie 
ft eee 14.675 
Ome tre 2 14.720 
LOL an vee 14.550 
a ha eee 14.475 
DON ate eee 14.245 
Se ok 14.270 
AN erent etek oe 
SR oe 14.455 
Geeta 14.740 
LA asic 14.935 
1 oaaaeee 15.295 
UL) 6am es 15.000 
DO Sarin s 4 15.185 
Dal 5 os a eee a aa 
0) SS 15.670 
BPR irsncis 2 15.340 
DA Atak 115.515 
ODA RCr aoe 15.515 
O).5 ae 15.585 
Til oxi 15.795 
DOREY aca toe eros 
DOM ccc. 16.185 
SOM co clcies 16.495 
Sees 16.890 


Daily 1923 

Feb Mar 
16.845 16.410 
16.345 16.510 
15.620 16.470 
15.960 16.355 
15.620 16.425 
15.970 16.525 
16.215 16.535 
16.065 16.580 
16.110 16.560 
16.190 16.470 
16.245 16.555 
16.635 16.520 
16.415 16.275 
16.585 15.775 
16.775 15.990 
16.580 15.730 
16.480 15.370 
16.230 14.920 
16.450 14.950 
16.440 15.250 
16.550 15.425 
16.400 15.690 
16.210 15.015 
16.390 15.115 

PaAee 15.095 


ereieele, |) peeve ee 


Apr 


eoeee 


eoeeee 


eeeoe 


eoeoe 


eevee 


evoee 


eooee 


eoooee 
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THE DOLLAR EXCHANGE RATES ON THE PARIS BOURSE 


Daily 1928 
July Aug Sep Oct Nov Dec 
Lee te Aa ee 17-290 ieee NSO snc 18.550 
AL Ra 16.815 T7450) a eee 16.770 72455 ee 
Saree 16.890 WAS 17.680 16.955 17.450 18.480 
LVS PAs 16.755. Wee: 17.730 GS) kde 18.790 
Bees 72055 17.930 16.815 17.295 18.580 
GES aon Wie255 17.250 18102407 are ieoue 18.430 
TSC E Te ANd foe: 17.430 1S:080; Sere 17.545 18.830 
Sie ae eee WHS. wae 16.745 17.405 18.790 
Oe ee 17.380 WERE 8 ae 16.535 (20 ee 
OS eee 17.030 17.575 17.835 16.420 17.850 18.710 
1D Rete Peewee 167755 eee 17.365 16440 Seen 18.755 
LIDAR 3 Ga, oe UGE =< gaan 17.235 16.415 18.100 18.750 
LSI soc 17.060 18.015 1/2420) 0 eee 17.875 18.880 
LAS Ae SR ees 18.255 TO" Tee 18.195 18.825 
TD Ss Sac SRS. Ce eee 16.310 18.475 18.885 
Ose sees 17.065 18235.) eens 16.320 LSS80) . eee 
Liye ee 17.220 18.105 ie DDS 16.655 18.985 18.930 
Mena Ge ore c 7070: see 17.330 165705;. See 19.080 
LOR Hoe eke 1G925) meee ae 17.060 16.695 19.230 19.155 
1 i exsieratrn 17.040 17.960 16880: "Mies 18.590 19.450 
DIAS .ca en 17.865 16960) eee 18.520 19.450 
DON Fas ee 7660 ee 17.160 18.335 19.800 
DRI, nyse 16.795 IW (te OMMe fo Weare 17.465 S61 eee 
DAs aoe oe 16.745 17.840 16.215 17.205 S535 ae ee 
DOs Serra 1L6:940" ae 15.920 17280) Pine eee 
DA ares OA G84 eee 16.190 17.120 18.165 19.965 
DEE cree 16.870 17.565 LG QS5 a eee oe 18.435 19.620 
QS Rs ea See ne 17.530 1GO:295 7 sees 18.630 19.160 
DO te. eee Lee 17600 > eae 17.170 18.655 19.610 
BUA ete mec 17.035 WTAE es dis 16.945 1S:650 eee ee 
See 17.130 CARS aac 16965: Vet A se eee 
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THE DOLLAR EXCHANGE RATES ON THE PARIS BOURSE 


* The manner of quoting the rates changed again in January. 


Daily 1924 
January * February 
High Low High Low 

Rete 21.360 21.210 
19.920 21-220 Diese 
253 ii in at een ieee Mens oreione%s 
20.570 21.520 21.420 
20.580 21.620 21.505 

ae tae 21.550 21.470 
19.880 21.485 21.450 

() 'sy5) 21.815 21.785 
20.415 22.225 22.150 

DAD eg ii Sees ES De Saivegers 
20.850 22.020 21.930 
21.195 22.170 22.130 

rleRAR oe 22.260 22.070 
22.800 22.670 22.540 
22.345 22.550 22.460 
21.340 22.820 22.740 
DINE: og (ieee clrr Ptr eas Jb Be ue 
21.995 23.410 23.300 
21.895 24 450 23.950 
eae 24.120 23.720 
22.490 23.920 23.650 

DP A \AU5) 23.320 23.100 
22.170 23.190 23.150 
DOR ee Ce ite i ncucustre 
22.130 22.820 22.550 
22.310 23.460 23.190 
Saisie 23.920 23.700 
21.830 21.720 24.270 23.980 
Diller 20) ilo) 24.000 23.830 
21,975 DESO 0 eget. 5 ama chose fol 
21.665 OAS D Dee see. | Pe ctescters 


March 
High Low 
24.070 23.900 
24.800 24.700 
24.720 24.550 
24.760 24.635 
26.260 25.820 
27.050 26.870 
27 200 26.950 
24.900 24.700 
23.100 22.740 
21.650 21.450 
20.500 20.200 
19.980 19.720 
19.630 19.500 
19.690 19.600 
19.200 19.140 
18.150 17.730 
18.590 18.500 
18.525 18.520 
18.410 18.380 
18.220 18.180 
18.240 18.200 


468 THE FRENCH FRANC, 1914-1928 


THE DOLLAR EXCHANGE RATES ON THE PARIS BOURSE 


Daily 1924 
April May June 
High Low High Low High Low 
LE ahr ara 17.950 17.900 15.520 15.500.) A -5 a  eearee 
Bisbee s cee 17.150 16.890 15.450 15.400 20.690 20.430 
Ohase sees 17.300 LG.S30 4 ane See ee 19.840 19.380 
APs cae 17.420 LZ350) (Pace atee aalte tae 19.720 19.540 
ie are ae Bese 15.510 15.500 20.235 20.010 
Oc cat ener, Nee 15.500 15.480 19.990 19.860 
(AC ACS 17.120 17.080 15.380 15.230. eevee a Pe Giaee 
See re 17.160 17.130 16.200 15.820: 1-0", eee) haces 
RR SE 16.680 16.610 17.070 16.870. ate. ages 
LOS stees o 16.800 IG S00 ivena. Wee 19.960 19.875 
Aree eos 17.040. ©6960: tice at eae 19.300 18.840 
A Zeaick ave uedtees [eee 17.850 17.430 19.000 18.790 
1c eerste fe See 18.150 17.900 18.920 18.575 
pa rae 16.690 16.600 17.100 16.990 nate = eee 
bE ae 16.400 16.270 17.300 16.380) inseeo ‘aetna 
IG. 235 6 ¥ 16.230 16.100 17.590 17.340 18.170 17.945 
ty ERE eee 16.150. 16020" A eekece) meee 18.690 18.435 
bs Snes Seer Sete TS I 8 i. 18.720 18.680 
LO ide ssc auicaeerites Maat ent 18.000 17.910 18.600 18.510 
20). 5:da%n Soin gitea a eandt ogmmnetaeere 19.010 18.850 18.540 18.380 
Qi eticcd ees eee 18.540 18.180” ek ote peat eae 
7 aS ae 15.560 15.320 17.850 17490. Ee edie eee 
De at Ny 15.100 14.820 18.800 18.425 18.520 18.430 
De eee 15.620 15480 eee eee 19.050 18.800 
Oy were wend 15.920 15.800 oy." che os itonet 19.120 19.040 
2B isha scinioise yee a ee 18.410 18.260 18.970 18.940 
Dh 5:5 i's eget, MeO 18.730 18.560 19.000 18.900 
Dee a esies 15.580 15.370 18.910 18.860: >» y.cdoct)” seeeeeee 
DO amie 15.470 15.480 - sia, ees GENE eae a Cee 
SOF mraernks 15.500 15.490 19.370 19.260 18.950 18.925 


eoeere eevee 
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High 

1 Roe te 19.360 
Di oe rh Ree 19.460 
ate stiersie 19.610 
Ae tets' «oe 19.710 
aes ca ete as 
(EM sir as ee ae 
Tiree iets 19.770 
SINR cae 19.530 
Qs ee dicts 19.740 
ti eee 19,620 
1 Gl ere ONCE 19.625 
(Wg, aNeinis’ Meet 
i Siaese <\cteen aces <> 
EL ve CO RSL es ree 
INS es areca 19.380 
Gite es. 6 19.555 
I AGH co cheeteee 19.470 
US Pepetere seis 19.730 
1S) a AG rea 
DORA. crm isc 
DANS aspera 19.375 
Do ara cake 19.410 
Dake oe.< 19.390 
Dames eve 19.560 
ASS AOnIOe 19.495 
DORR Memeo eae 
Dy A aera. Stic hse 
Shite keen 19.790 
DO che ales 19.800 
aU. ow earcee 19.945 


Daily 1924 
July August 
Low High Low 
19.258 19.760 19.590 
1OMASO gee Pacis 
IGASOU akties) 1 btotiesrs 
19.600 18.970 18.770 
alee 18.675 18.335 
Bt eo 18.280 18.030 
19.660 18.450 18.315 
19.490 18.870 17.730 
191540 Geese 5 Mette 
1925908 sae oe eee tee 
19.570 17.580 17.350 
See 17.910 17.590 
Bi Bas 18.220 18.055 
ete 18.000 17.970 
19395: | ee eta es 
ORAZ 5 Me eockersla Mousse. sce 
1OVAD Seats cs © Mts erece 
19.670 18.200 18.020 
aes 18.490 18.315 
rae 18.640 18.520 
19.345 18.590 18.460 
19.360 18.520 18.475 
19350;, oy escto Ae 
1OVASO), Wibetese ‘Totes. 
19.460 18.550 18.380 
oe. 18.510 18.445 
Ren 18.460 18.380 
19.620 18.580 18.540 
19.745 18.470 18.460 
1GO90G, “ech... Siete 
D0 O50.” ees se anette 


September 

High Low 

18.550 18.500 
18.460 18.430 
18.650 18.525 
18.920 18.860 
18.945 18.865 
19.010 18.960 
19.180 19.120 
18.960 18.870 
18.800 18.670 
18.700 18.570 
18.810 18.660 
18.910 18.820 
18.730 18.600 
18.820 18.795 
18.940 18.870 
18.890 18.860 
19.005 18.985 
18.985 18.945 
18.955 18.920 
19.020 19.000 
19.070 19.050 
19.095 19.000 
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October 
High Low 

1k eee 18.880 18.825 
OO ca Ma 18.980 18.930 
OAR ea are: 19.010 18.980 
BOR LS ERA ee ee 
OMe. cc aeeee. | ae 
Oaeeeee: 19.065 19.025 
UR aes 19.063 19.043 
Rie eae 19.210 19.155 
OE 19.3875 19.250 
AON eres 19.500 19.250 
LEAS sc ccc. | ee 
bh Se, | ee OME OLS = 6 3 
aL eet cperrat 19.045 18.960 
es seen a 19.060 18.970 
NS oe Ure 19.200 19.120 
WG on 19.250 19.130 
Wes SOS Roe 19.190 19.100 
TSR ils. sees, . URE 
TOS =. eee eee 
PAD Wrens: operates 19.225 19.190 
De Marae 19.240* 19.135 
DON Be 19.090 19.020 
Se ate A 19.145 19.055 
Py GR xe OR 19.175 19.140 
DOM. i Me) ee ee 
ZOE Reo Aiea eee mene ant 
POS ete dr a 19.230 19.190 
DL Me cad 19.160 19.120 
DOR ee Fi 19.110 19.060 
SOM eee 19.100 19.060 
SL ees 19.135 19.100 


Daily 1924 
November 
High Low 
19.075 19.030 
19.095 19.070 
19.140 19.090 
19.145 19.100 
19.080 19.030 
19.130 19.090 
19.030 19.000 
18.920 18.880 
18.980 18.900 
18.895 18.820 
18.930 18.920 
19.030 18.980 
19.110 19.040 
19.110 19.065 
19.070 19.033 
18.895 18.830 
18.850 18.030 
18.910 18.855 
19.010 18.945 
18.990 18.920 
18.845 18.810 
18.710 18.670 
18.615 18.550 


eeeee 


eeeee 


December 
High Low 
18.490 18.415 
18.255 18.160 
18.230 18.205 
18.180 18.150 
18.365 18.290 
18.570 . 18.535 
18.490 18.400 
18.490 18.455 
18.595 18.540 
18.600 18.680 
18.820 18.675 
18.705 18.685 
18.630 18.605 
18.610 18.560 
18.740 18.695 
18.735 18.690 
18.580 18.500 
18.550 18.520 
18.5675 18.550 
18.590 18.565 
18.580 18.575 
18.550 18.540 
18.5380 18.530 
18.500 18.475 
18.4725 18.435 
18.4775 18.440 
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Daily 1925 


January February March 
High Low High Low High Low 


Sushvieehalecel mM usenstavs | NON MMihaliatexete: 9) | © malieie/e rs) = (= Wienexe exe? 9 Mie xelelenel yy \s <nedeneie5e 


Ata eere 18.530 18.513 19.250 19.240 19.150 . 19.125 
DOM sea WE atk << 19.380 19.275 19.140 19.085 
2G ea spore a5 18.550 18.510 19.490 19.450 19.070 19.040 
DOE i eae 18.560 18.540 19.533 19.490 18.870 18.825 
DONG re aos 18.460 18.4325 19.570 19.480 19.000 18.940 
71 ee eee 18.483 LADO nec Peace “eked eee 
BOE cos wien 18.500 de SA = rare Bh Scas 18.945 18.920 
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Daily 1925 
April May June 
High Low High Low High Low 
Nhs Sere eer 19.110 19.040 19.120 19.050" [oe eee 
PAS er E 19.325 19.190"" Cae SS ets 20.180 20.155 
Sue One 19.530 19:430 eee 20.170 20.130 
AME ee ts 19.405 19.320 19.130 19.105 20.390 20.535 
Oates ae os. . eee 19.090 19.075 20.570 20.515 
ys Aes 19.430 19.310 19.200 19140 De. Pioneer 
Thsmteiote 19.560 19.460 19.280 19: 230 Sse cc baer 
5 ee seray ee 19.415 19.350 19.180 19.150 20.790 20.715 
(0 hee Fae ar 19.540 19.480) 1 eee ere 20.433 20.340 
1083.6. es SORES See eee 20.353 20.325 
Te Saas.) Sea oe 19.230 19.220 20.530 20.510 
12s his « Ss el ee 19.155 19.135 20.720 20.670 
TSR ee ee eee 19.250 19:220) Vee. eee 
ae ee ae 19.500 19.410 19.185 LONGO) Veet oe een 
[Dipeceete 19.500 19.460 19.225 19.190 20.780 20.740 
ORES Ace 19.325 19:270)) (rae eee 20.940 20.890 
HE te oak 19.030 18910. Werle | eee 20.950 20.890 
TSE ee 19.080 19.020 19.300 19.260 21.290 21.200 
19s. cee Der ee 19.340 19.315 21.190 21.155 
202s 19.130 19.070 19.465 19,430. Fee eee 
DA ba eae Petey. 19.150 19.110 i eee eee 
D2 NT a 19.210 19.160 19.500 19.455 21.520 21.440 
Dore we. ae 19.290 19:250- Asi eee 21.450 21.260 
DANO rd 19.200 1S 1G0:)\ Rees ae ee se 21.550 21.470 
Daa echt helen 19,260 19.235 19.550 19.510 21735 21.540 
DLAI Le As Ae EEE Cr 8 cm Bk 19.810 19.750 21.875 21.705 
Dis Meenas 19.310 19.260 20.045 19-970" VE Se eee 
DSNTS ern ae 19.260 19.235 19.935 19370. "Ser, =) ee 
AS |e bs ds Porn 19.123 19.090 19.958 19.905 21.860 21.790 
SORE es 19.170 19:150;, Jokes See 22.160 22.105 
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Daily 1925 
July August September 

High Low High Low High Low 

1 bee Pee RE 22.380 DO STON gwceNet.ae mmr: 21.3810 21.295 
DR Abies siete 21.990 QUOI — sec  ihetetolece 21.300 21.295 
ian OCP a 21.480 21.140 21.120 21.100 OAL BY 9 OAL Sis) 
AR i cect, eM ceensts, Sem ateKeteia's 21.095 21.078 2.340" 213820 
EO 6 on em dross 21.315 DEIS0 aiyestecc) “Mercctes 
Greener 21.065 20.928 21.340 DALAL Ram. PL aehn tee Me Ao 
Uleteevcc stone 21.475 21.420 21.345 21.290 21.330 21.320 
Siraitovcieers 21.465 DWAZOE arses Mueourete QU S13 2 1k285 
ONG, vores 21.310 DAWA A Slat Seen > OA 21.265 21.220 
TOR ate sicicre's 21.320 21.285 21.400 21.878 20280 21-250 
Reps de Ses, one om. Wareatee 21.330 21.290 21.325 21.290 
1 Diag osetia ee SARE Cet ars 21.450 DU SSO gh ieiersitie cw ore ce 
[Senet te tercs) Deer tas 21.445 DIKAT Or eeeercncien us cererete 
Awe ee cp) Ome siete 21.428 21.420 21.300 21.273 
ES Ae he 21.330 DOTOms wasn ce atthacetes 21.200 21.180 
MG tctays cnsee 21.175 DIRTSO! cane vera A iatats OT 270 2215 
A eitevs sc oke 21.300 21.260 21.480 21.455 21.220 21.205 
[QFE rs Seen, cae Re oe 21.570 21.390 21.175 21.130 
1 ae sack Ae eh Pst ly Sali 21.300 QTOSST Leone! Occ 
PAU a eeriona 21.225 21.205 21300 DUSAG S Pesvekrern talersrane 
2 Lie meetrckstatae 21.200 21.160 21.310 21.300 21.105 21.070 
SPA Se 21.240 P1205 ML atasesc,) ANB 21.160 21.125 
DIY ae IES 21.310 PUI Meech) mueaaets e 21.150) 21.125 
DI eae 21.205 21.170 PLOY) 21.220 21.150 21.135 
DP RAM ee ers) uma 21.275 21.268 DALIAN) OAT AKO) 
DOR ean A eect) mn Mae aie 21.435 ZA OS peerertah es Wee averers 
DY fo ee ioe PA LILAS 21.140 21.295 DIRQGD TE Relates) cecclewers 
Paes Ja es a 21.180 21.150 21.320 21.310 21.150). 21.135 
DO sere wie PAL Its) Dil OO etcorcscrs ee hai 21.155 21.145 
oS SSI 21.065 ZEOSOU ese ees  Wbetses 21.155 21.145 
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October 
High Low 
Taba gee os Pl BS 21.120 
Dette 2.2 21.390 21.300 
Sas he ee: 
rR eM Th Sree) hist 
Dee ane 21.610 21.570 
Ga ateee ees 21.680 21.655 
Ue cr 21.680 21.625 
Si Pee. 21.630 21.595 
Ut ey oy AH 21.630 21.605 
LORS TAs. a Oe oe pee 
Dae ee rok ete. «| eee 
Oe PAN HAG, 21.730 
13 eee 21.990 21.930 
i Sear Bee 22.260 22.180 
Lt 22.400 22.170 
16s oe 22.580 22.485 
Tees che) 
ISBT Ri a eens | eens 
ORR ere 22.790 22.730 
oA Osha hw ais 22.700 22.610 
DE Neat penn ee 22.665 22.650 
DORR Oo 23.190 23.070 
DOE wane 23.940 23.620 
DABS Sacer ane we 
OBES dates eee ee Mee 
OG eae aes 24.450 23.600 
ay iss Sane 23.960 23.840 
DOES vet 24.245 24.140 
DOR Sere 23.820 23.670 
BOR eee 23.820 PB HAO) 
SD wok elece rete, oe 


Daily 1925 
November 
High - Low 
24.830 24.500 
24.865 24.750 
25.410 25.000 
25.060 24.750. 
24.820 24.700 
25.280 25.180 
25.150 25.110 
25.100 24.900 
24.600 24.530 
24.855 24.845 
24.920 24.870 
25.040 25.015 
24.990: 24.935 
25.350 25.250 
PA5y PANS 25.130 
25.600 25.510 
25.900 25.780 
26.030 25.910 
26.830 26.580 
26.640 26.330 
25.810 25.680 
25.830 25.800 
25.740 25.590 


e egies | feo a ele 


December 
High Low 
25.460 25.350 
26.200 25.800 
26.350 26.100 
26.210 25.930 
26.020 25.860 
26.160 25.970 
26.710 26.650 
26.480 26.420 
26.990 26.580 
27.880 27.590 
27.880 27.720 
27.490 27.180 
27.650 27.550 
26.960 26.650 
26.870 26.715 
27.320 27.110 
27.100 26.850 
27.190 27.000 
27.500 27.410 
27.030 26.940 
26.420 26.340 
26.860 26.730 


lL 
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Daily 1926 
January February 
High Low High Low 
Vee Flute Sarees 26.610 26.590 
Di CREO atte eh aicncrat 26.745 26.700 
RAP Se ee Pe soe Te a eae 26.670 26.630 
2 | Rr 26.080 25.980 26.655 26.645 
Bee eie ae 26.490 26.320 26.680 26.665 
CRW nee 26.120 25.900 26.700 26.690 
HEC CRN 26.140 26020: Flee eons ds Sectous = 
Sepia te 26.035 25.940 26.960 26.860 
Oh ERRAND Gti ee ee SS 27.160 27.070 
OMe A oR cue! Bc Sette 27.370 27.255 
Th i Sega 26.285 26.120 D225 27.140 
182) acre Se ae 26.520 26.185 27.180 2385 
1S ee erate 26.860 26.660 27.065 27.060 
AN ears aes 26.690 OGiGSO! prec sae nad icttiere > 
Me eeah te sucks 26.695 26.540 27 260 27.170 
Ghee ace. Acetone 27.560 27.535 
iN (e RAR eee EMT Yee eee 27.565 27.550 
ie Aree 26.590 26.465 27.550 27.485 
OM eee ices 26.740 26.660 28.045 27.960 
OAD ie dar tear 26.780 26.680 28.090 28.000 
ilk Serene ys 26.840 OOO OTa MMe cee Tees 
Di AI ae 26.755 26.705 27.880 27.780 
Dt. UNM sa ple oy PE, em Ree tee 27.890 27.660 
DAP rarer ale Si vocoy ad © piece Se 27.455 27.250 
Deval ot 26.930 26.825 27 470 27.385 
DG Na aera cae 26.990 26.930 27.410 27.180 
OTe nes 26.820 26.730 27.270 Dir GAlls) 
Phe Se RAI, 26.700 26680) WF hte soe aa Riera 
DOTS erae 26.600 OG 520 ea eee. cE ye. 
SY FP eae hie ee ON ham API Bo to Cea 


eosee 


eeceee e280 08 


March 
High Low 
27.010 26.900 
27.200 27.010 
26.820 26.750 
26.910 26.820 
26.910 26.850 
27.760 27.680 
27.930 27.820 
27.630 27.500 
27.470 27.400 
27.580 V1 iea}s}3) 
27.510 27.380 
27.570 27.540 
27.980 27.680 
27.780 27.660 
27.960 27.920 
28.030 27.910 
28.150 26.020 
28.400 28.330 
28.360 28.240 
28.490 28.330 
28.720 28.620 
28.590 28.540 
29.100 28.720 
29.080 29.000 
29.520 29.030 
29.160 28.900 
28.900 28.620 


476 


THE FRENCH FRANC, 1914-1928 


THE DOLLAR EXCHANGE RATES ON THE PARIS BOURSE 


April 
High Low 
ieee pete 28.905 28.790 
1 Aig EY OAL cot, Se Nar ree 
SE ce Ped 
1 EARLE hye AORN Ip tal thc on: 
Bite sala taeaent aoe ce meet 
Tercera 28.820 28.740 
(hee rr 28.730 28.620 
See olen 28.860 28.730 
QI core, 29.260 29.110 
LOSS ee 29.220 29.110 
It Ona © onioinc 
1), esac 29.260 29.140 
1Beeee 28.940 28.760 
14 fae ee 29.235 29.120 
bey ches 29.620 29.420 
I Gasreeurers 29.750 29.620 
1 Y fice 29.900 29.750 
1 Us ie meee) kh AVM dre. Kahioae 
19 eee 29.700 29.560 
D0 ee ee 30.365 30.250 
PA Uae eemta sc 30.040 29.890 
DP ope herent 29.870 29.760 
DA tint bord 30.080 30.030 
DAre eres 29.770 29.720 
DA ree Tne eile eM oh. th far 
DG ere ae 29.860 29.800 
DA cc at et 30.050 29.965 
DS aie se 30.220 30.130 
DOR Renee 30.350 30.250 
SO Gee 30.490 30.380 
ghee a! cule ls CAR fat) 


Daily 1926 
May 

High Low 

30.555 30.480 
30.590 30.555 
31.730 3 ait) 
32.250 31.630 
31.900 31.675 
32.060 31.755 
32.010 31.900 
31.940 31.900 
32.620 32.120 
33.440 32.940 
34.700 34.350 
35.380 34.840 
33.720 33.500 
32.780 31.800 
30.320 30.225 
30.800 30.730 
30.225 30.020 
31.350 31.100 
31.040 30.820 


June 
High Low 
30.810 30.570 
30.650 30.410 
31.500 31.150 
32.440 32.170 
32.970 32.320 
33.900 33.340 
33.700 33.400 
33.920 33.500 
34.570 34.270 
35.800 35.490 
36.150 35.580 
35.550 35.280 
35.350 34.980 
36.300 36.000 
35.140 34.780 
35.860 35.560 
35.220 35.060 
34.880 34.630 
34.290 33.880 
34.520 34.370 
35.020 34.830 
35.700 35.520 


eoeee 
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Daily 1926 
July August September 
High Low High Low High Low 
[Ry tee 36.900 SG G10 Tanck oh mere. 33.800 33.530 
Deh ake 37.390 37.000 39.170 37.600 33.350 33.110 
Se OR AN N) e: po a 37.800 37.380 34.150 33.910 
1) 2 eee | <8 A Ae 35.270 34750" ees Maes 
Poe neste rcees 37.070 36.700 35.630 SA9050) een tetereee 
(le he ieee 37.600 37.200 33.250 32.200 34.010 83.935 
TEA ots 37.450 87000. -isieees 1 Oe 33.990 33.880 
Sees cst 39.010 SS 500s Deon. Pn gested. 33.945 33.810 
OER Ne ete 38.500 38.150 34.340 33.960 34.900 34.720 
Ogee oe Ne irae 35.530 35.120 35.050 34.970 
TR MR nthe ise 36.250 SHSS0 = Tec” Glen aete 
1 eee ene 39.880 39.480 36.480 S600" Ueees.) © seater 
TSiattrovecsis 30158) mnaerone 36.625 36.420 34.760 34.710 
sae Mane rt 1 hh, cm arabes 35.340 35.210 
iL epyelete asst 40.590 AD 200" Tasso) Rees. 35.080 34.880 
AGW test. 42.950 A> S00se apices, Pembate 35.180 35.080 
ifs co Neth «os coh oe Rene re 36.770 36.680 35.620 35.435 
Shey ok GAS. One CACOrES 35.520 SLBCOL Te nee. aoe 
Oe seer ars 47.300 36.220 34.870 34:520% | ieee eet). esltveees 
DOR een 49 220 47 850 35.400 35.320 35.815 35.740 
PALL 3 SERA 46.950 AGS 50 mace. abaerece ss 36.100 35.850 
yA ae 2 44.800 ANOOO ID) Bets. eer 36.540 36.410 
DE omic 43.800 42.870 35.580 35.010 35.960 35.820 
TAR ee Ret Ak MD V8 a6 35.440 35.230 36.180 35.930 
ORR aRe ty mre Sery Nil MP hae, 35.010 SA O00 SRA Stee abuses 
DG overereteke 39.120 38.830 35.180 S407 5D RM tsas U_ moettne 
PH fees ice 40.920 40.400 35.030 34.880 36.050 35.835 
ORR ee cae 42.170 AV SOQW. ge ae tne | GW. 35.790 35.625 
DOr ests 42.860 AVLOS0Mr Al coe meee 35.765 35.700 
a0) Aaboesac 41.900 41.540 34.740 34.715 35.320 35.230 
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THE DOLLAR EXCHANGE RATES ON THE PARIS BOURSE 


October 

High Low 
Le crate 35.565 BH fay lls: 
Da telers cco teeny, MAE 
KG gets Dee nmin (5 fh pat 
ZT et Pectin 35.740 35.510 
Bitace eee 35.370 35.245 
Giiiere Maree 34.880 34.730 
H featur Sema 34.850 34.680 
Si Reis 34.760 34.680 
OR kine. Ae See 
LOSERS 2 cP enas. MAR 
1B eee yee 34.830 34.680 
Loe 34.890 84.800 
LIS Ns Haig 35.240 35.080 
1G ye ange 35.010 34.960 
TOS RR ee 34.780 84.700 
OE aies.cc ee See, Cee 
DUP iGihoc.cs Ue ee 
1SsAe ss oes 34.690 34.510 
LQ ee 34.280 34.220 
OL UTS vase cas le 33.880 33.550 
DER ct 33.080 32.890 
DO eos 33.670 33.470 
28%. Cin eee eee 
DEES, & ae Ree ey ae 
Dera ee 32.810 32.660 
Q6isome 32.640 32.360 
Dae 32.770 32.655 
sth aes Acree 32.750 32.660 
DOW a Teta 32.070 31.800 
SOS aie S| ee 
Olde ie sae neen see eee 


Daily 1926 
November 
High Low 
31.100 30.950 
29.990 29.630 
30.700 30.320 
30.210 30.140 
30.600 30.440 
30.840 30.705 
31.150 30.860 
30.090 29.760 
30.390 80.220 
29.940 29.780 
30.040 29.830 
29.255 29.070 
29.060 28.810 
28.440 28.270 
26.900 26.3870 
28.520 28.050 
28.550 28.270 
28.970 28.500 
28.000 27.760 
27.750 27.360 
27.920 27.720 
27320 26.950 
27 220 26.900 


eeree 


eecee 


December 

High Low 
27.050 26.860 
26.330 26.080 
26.360 25.720 
25.180 24.950 
25.360 24.960 
25.840 25.450 
25.980 25.350 
25.500 25.010 
25.780 25.570 
25.340 25.230 
25.050 24.935 
25.240 25.040 
25.220 25.050 
24.960 24.930 
25.020 24.940 
24.970 24,940 
24.940 24.620 
24900 24.740 
25.160 25.060 
25.190) bee 
Ass Palle, AOL'S 
25213, 25.255 
PERE) — DAS OWI5 
25.240 25.235 
25.250 25.248 
25.290 25.285 
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THE DOLLAR EXCHANGE RATES ON THE PARIS BOURSE 


Daily 1927 
January February 
High Low High Low 
1 cea Se Faas ate tr SEE 25.254 25.254 
Deen tS Me tah S52 al ace a Shy 25.254 25.254 
Sate ee 25.315 25.305 25.254 25.254 
Anes Oke 25.315 25.305 D554 aor 
Eyes lar ata 25.370 USES) 25.254 25.254 
Gide Oise Ryo Mb) AL A aes me Boden 
7S eeraca i 25.308 25.308 25.255 25.254 
Stree 25.280 25.278 25.255 25.254 
0) 4 Ses. a ee Garren 25.255 25.255 
NOR acct 25.240 25.225 25.250 25.255 
ah Ait 25.220 ROA 2or25D0 25.255 
HOR sroees 25.190 25.188 25.255 25.255 
Re ee 25.185 avid t cheese | Lesnar 
AES cs 25.165 25.160 D5 ba —eeveiceres 
UB tre eres DOCS OMM iimere sors UE DSSS 25.254 
FG RSA Ts eters ee eee acd 25.295 25.255 
ieee 8.12 25.140 25.138 PAs WAY) D250 
Sire assis 25.145 25.135 25.255 25.255 
OWE Se at ae 25.198 25.190 WN VAND | "mie pas 
D0) a eo 25.180 DELS ) Mee eas Ue Bteiccrs 
Deis 's « 25.223 25.220 25.256 25.255 
12 25.250 25.245 25.256 25.255 
OBS. Re ate nr ie SR a Ue eee 25.256 25.256 
DAs Ons 25.235 25.233 25.256 25.256 
Tse, ARO Oe 25.280 25.270 25.256 25.256 
DA By ack Mine Ain 25.323 25.320 MAO 9) aad 
rife. ERAN Qhisbo D5 S50u ere oh Tice sie 
els Agere Aes 53 OSHC hoe 25.256 25.256 
OMe tet 25.380 DISTR aa peeheicoe \Ualrka cs 
O(a ee a ee cn) PAR, Te ee ee 
Slee cis s 25.393 QE SO0 Meee. oa. - area es 


March 
High Low 
25.560 25.553 
25.566 25.563 
25.580 25.565 
25.578 25.570 
25.573 25.568 
25.510 25.570 
25.560 25.558 
25.570 25.568 
25.565 25.560 
25.558 25.565 
PRAY —  aiaoo 
25.563 25.560 
25.553 25.548 
25.550 25.545 
25.548 25.543 
25.543 25.540 
25.543 25.540 
25.543 25.540 
25.545 25.543 
25.538 25.535 
DAIS yt RES AT 
25.540 25.538 
25.538. 9) cite 


eoceee 


eevee 


eoseee 


eevee 
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THE DOLLAR EXCHANGE RATES ON THE PARIS BOURSE 
1914-1918, and 1927* 


Monthly 
1914 1915 1916 

Low High Low High Low High 
JONG seer 5.165 5.195 5.100 5.250 5.835 5.895 
Feb Ga sere ceks 5.165 5.195 5.255 5.305 5.835 5.895 
Mar 3. 3 a! 5.160 5.190 5.280 5.330 5.940 6.000 
ADIs ate 5.1875 5.1675 5.300 5.350 5.905 5.965 
MSY. i vec ce 5.1825 5.1625 5.365 5.465 5.895 5.955 
TUN ode 5.13833 5.165 5.450 5.550 5.880 5.940 
Stil Bey ee 5.135 5.165 5.650 5.700 5.875 5.935 
PUG ose saae 5.100 5.140 5.900 6.000 5.860 5.920 
Sepik... 3.0 no quot. noquot. 5.700 5.800 5.820 5.880 
OCtae 5350 5.100 5.250 5.915 6.015 5.810 5.860 
Novis Sauce 5.020. 5.170 5.855 5.955 5.810 5.860 
DOS <i sae. se 5.090 5,240 5.800 5.900 5.810 5.860 

1917 1918 1927 
Low High Low High 

AEN ara 6 A. eid 5.810 5.860 5.675 5.725 25.26 
Hebi. topes ok 5.810 5.860 5.675 5.725 25.48 
IME, «ice tid stents sate 5.810 5.860 5.675 5.725 25.55 
ADE YE cass meee 5.675 5.725 5.675 5.725 25.53 
Maya sis, Ties ete 5.675 5.725 5.675 5.725 25.53 
JUN Pecdnleee ones 5.675 5.725 5.675 5.725 25.54 
JUG se ve se cet 5.675 5.725, 5.675 5.725 25.55 
AUG. SaaS sree 5.675 5.725 5.470 5.520 25.52 
Sep. 5 cWaewiek ewan 5.675 5.725 5.445 5.495 25.50 
Octics. ts Meee eee 5.675 S25 5.445 5.495 25.47 
Nov tics si cceee ee ese 5.675 5.725 5.425 5.475 25.45 
Dees isco 5.675 5.725 5.425 5.475 25.40 


*Source: L’Economiste Francaise, 1914-1926. Bulletin de la Statistique 
générale de la France, 1927. 


APPENDIX 481 


NOTE CIRCULATION OF THE BANK OF FRANCE 


1914-1918 
Monthly 
(In millions of francs) 
1914 1915 1916 1917 1918 
aig ecre erate ks 5,894 10,474 13,858 17,328 23,534 
Hep tek eee 5,764 10,962 14,295 17,889 24,308 
Eee anes 5,743 1177 14,952 17,460 25,179 
POT silos ee 6 es 6,038 11,584 15,278 19,010 26,395 
Payee oat os. < 5,812 11,828 15,485 19,479 27,303 
DUDS Sows nee 5,852 12,105 15,806 19,823 28,550 
1 | lates AEN Pa STO Gr 6,683 12,593 16,091 20,202 29,148 
PAUSE Acierc scree ois oe 12,050 16,425 20,569 29,434 
BED wn. cates aes « ans 13,458 16,714 20,995 29,922 
Oe SAC oe Baas 13,868 16,589 21,705 30,782 
NOME cols cree 10:8 Sots 14,287 16,119 22,691 29,072 
MDGC ites sc ie teow ie 10,043 13,310 16,679 22,337 30,250 


Source: U. S. Senate, Foreign Currency and Exchange Investigation, 
Washington, 1925, vol. i, pp. 470, 471. 
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NOTE CIRCULATION OF THE BANK OF FRANCE 


(In millions of francs) 


1918 

Jan 3 22,789 Jul 4 
10 22,983 11 
17 23,063 18 
24 23,163 25 

31 23,534 
Feb 7 23,740 Aug 1 
14 23,821 8 
21 23,986 16 
28 24,308 22 
29 
Mar 7 24650 Sep 5 
14 24,744 12 
21 24,825 19 
28 25,179 26 
Apr 4 25,848 Oct 3 
11 26,087 10 
18 26,232 17 
25 26,395 24 
31 
May 2 26,733 Nov 7 
10° 27,012 14 
16 27,004 21 
23 27,073 28 

30 27,308 
Jun 6 28012 Dec 5 
13 28,232 12 
20 28,414 19 
27 28,550 26 


28,952 
29,090 
29,111 
29,148 


29,321 
29,477 
29,408 
29,424 
29,434 


29,727 
29,764 
29,788 
29,922 


30,225 
30,540 
30,631 
30,721 
30,782 


30,820 
30,571 
30,192 
29,072 


28,733 
29,028 
29,271 
30,250 


Jan 2 


1919 
31,055 Jul 3 
31,567 10 
31,700 17 
31,794 24 
31,983 31 
32,367 Aug 7 
32,507 14 
32,492 21 
32,716 28 
33,092 Sep 4 
33,234 11 
33,262 18 
33,372 25 
33,736 Oct 2 
33,998 9 
33,975 16 
33,978 23 
30 
34,100 Nov 6 
34,429 13 
34,324 20 
34,134 27 
34,061 
34,371 Dec 4 
34,449 11 
34,450 18 
34,442 26 


34,753 
35,008 
34,977 
34,932 
35,025 


35,258 
35,152 
35,064 
35,090 


35,456 
35,681 
35,655 
35,787 


36,256 
36,726 
36,799 
36,769 
36,974 


37,419 
37,395 
37,427 
37,424 


37,756 
387,678 
37,378 
37,275 


(See weekly statements of the Bank of France, L’Economiste Frangaise, 
Le Pour et le contre, and other periodicals, and official sources.) 
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APPENDIX 


(In millions of francs) 


1920 
37,660 Jul 1 
38,010 8 
37,901 15 
37,679 22 
35,582 29 
388,042 Aug 5 
37,987 12 
37,958 19 
37,889 26 
388,356 Sep 2 
38,465 9 
38,160 16 
37,569 23 
30 
37,3384 Oct 7 
37,507 14 
37,434 21 
387,327 28 
37,688 
38,249 Nov 4 
38,138 12 
38,051 18 
37,915 25 
88,173 Dec 2 
38,157 9 
37,842 16 
37,544 23 
30 


37,763 
38,012 
38,011 
37,765 
37,696 


38,213 
38,046 
37,900 
37,904 


38,333 
38,622 
38,666 
38,690 
39,208 


39,567 
39,527 
39,290 
39,084 


39,646 
39,619 
39,256 
38,807 


38,573 
37,920 
37,509 
37,444 
37,902 


Jan 6 
13 
20 
27 


1921 
38,590 Jul 7 
38,463 15 
38,153 21 
37,918 28 
38,205 Aug 4 
38,272 11 
38,072 18 
37,808 25 
38,146 Sep 1 
38,366 8 
38,245 15 
38,133 22 
38,435 29 
38,696 Oct 6 
38,529 13 
38,282 20 
38,211 yz 
388,833 Nov 3 
38,742 10 
88,455 17 
38,233 24 
38,392 Dec 1 
38,375 8 
37,972 15 
37,494 22 
37,422 29 


483 


37,667 
37,555 
37,270 
36,941 


37,365 
37,226 


. 36,983 


36,783 


37,025 
37,254 
37,128 
36,921 
37,129 


37,792 
37,612 
37,407 
37,154 


37,522 
37,376 
36,719 
36,336 


36,489 
36,666 
36,407 
36,246 
36,487 
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NOTE CIRCULATION OF THE BANK OF FRANCE 


(In millions of francs) 


1922 1923 

Jan 5 37,421 Jul 6 36,798 Jan 4 37,426 Jul 5 37,661 
12 37,123 13 36,501 11 37,387 12 37,400 
19 36,785 20 36,369 18 37,081 19 37,233 
26 36,432 27 36,049 25 36,780 26 36,929 
Feb 2 36,060 Aug 3 36,399 Feb 1 37,083 Aug 2 37,339 
9 36,704 10 36,449 8 37,409 9 37,426 
16 36,434 17 36,221 15 37,176 16 37,265 
23 36,150 24 36,050 22 37,055 53-497 111 
31 36,384 30 37,364 
Mar 2 36,258 Sep 7 36,959 Mar 1 37,434 Sep 6 37,998 
9 36,225 14 36,607 8 37,822 13 37,703 
16 35,660 21 36,585 15 37,555 20 37,607 
23 35,281 28 36,602 22 37,221 27 37,625 

30 35,528 29 37,187 
Apr 6 36,153 Oct 5 37,514 Apr 5 37,824 Oct 4 38,529 
13 36,035 12 36,418 12 37,296 11 38,489 
20 35,951 19 37,128 19 36,823 18 38,086 
27 35,787 26 36,693 26 36,547 25 37,670 
May 4 36,178 Nov 2 36,847 May 3 36,902 Nov 2 37,848 
11 36,122 9 36,914 11 36,964 8 38,041 
18 35,847 16 36,321 17 36,692 15 37,439 
26 35,674 23 35,789 24 36,386 22 37,158 
30 36,114 31 36,740 29 37,329 
Jun 1 35,982 Dec 7 36,383 Jun 7 36,945 Dec 6 37,939 
8 36317 14 36,070 14 36,701 13 37,547 
15 36,028 21 36,049 21 36,621 20 37,629 
22 35,852 28 36,359 28 36,689 27 37,905 


29 36,039 


APPENDIX 485 


NOTE CIRCULATION OF THE BANK OF FRANCE 


(In millions of francs) 


1924 1925 

Jan 3 39,114 Jul 3 40,115 Jan 2 40885 Jul 2 48,799 
10 39,172 10 40,224 8 40,830 9 44,493 
17 | 38,678 17 40,155 15 40,797 16 44,532 
24 38,329 24 40,081 22 40,601 23 44,220 
31 38,834 31 40,324 29 40,515 30 44,496 
Feb 7 39,174 Aug 7 40,571 Feb 5 40858 Aug 6 45,333 
14 38,932 14 40,399 12 40,777 13 44,906 
21 38,894 21 40,250 19 40,771 20 44,785 
28 39,344 28 40,034 26 40,791 27 44,701 
Mar 6 40,266 Sep 4 40399 Mar 5 40886 Sep 3 45,445 
13 39,929 11 40,314 12 40,870 10 45,685 
20 39905 . 18 40,244 19 40,880 17 45,613 
27 =39,949 25 40,338 26 40,892 24 45,556 
Apr 3 40,213 Oct 2 40,533 Apr 2 40,903* Oct 1 46,353 
10 40,145 9 40,648 9 43,004* 8 47,165 
17 39,943 16 40,569 16 42,959 15 46,913 
24 39,824 23 40,459 23 42,662 22 46,599 
30 40,528 30 43,049 29 46,678 
May 1 40,020 Nov 6 40,705 May 7 43,408 Nov 5 48,011 
8 39,928 13 40,635 14 42,991 12 47,681 
15 39,739 20 40,530 22 42,749 19 47,943 
22 39,402 27 40,447 28 42,702 26 48,085 

30 39,556 
Jun 5 39,965 Dec 4 40,700 Jun 4 43648 Dec 3 49,183 
12 39,896 11 40,567 11 43,387 10 49,536 
19 39,742 18 40,518 18 48,053 17 49,627 
26 39,664 26 40,603 25 43,000 24 49,933 
31 51,085 


*This large increase is due to the correct statement of the Bank of 
France which had given a false impression for several of the preceding 
weeks, 
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NOTE CIRCULATION OF THE BANK OF FRANCE 


(In millions of francs) 


1926 1927 
Jan 7 51,982 Jul 1 53,914 Jan 6 54305 Jul 7 53,951 
14 51,328 8 54,861 13 53,515 15 53,490 
21 50,817 15 54,917 20 52,811 21 53,181 
28 50,618 22 55,006 27 52,172 28 52,756 
29 56,022 

Feb 4 51,471 Aug 5 57,259 Feb 3 52,626 Aug 4 53,604 
11 50,089 12 56,271 10 52,643 11 53,282 
18 50,962 19 55,659 17 52,153 18 52,925 
25 50,991 26 55,147 24 51,697 25 52,672 
Mar 4 52,065 Sep 2 55,346 Mar 3 52,462 Sep 1 53,266 
11 51,951 9 55,458 10 52,764 8 54,117 
18 51,699 16 54,913 17 52,273 15 53,892 
25 51,492 23 54,507 24 51,912 22 53,773 
30 55,010 31 52,385 29 54,156 
Apr 1 52,127 Oct 7 55,004 Apr 7 53,351 Oct 6 55,887 
8 52,851 14 55,432 14 52,883 13 55,404 
15 52,443 21 54,988 21 52,550 20 55,005 
22 52,014 28 54,578 28 52,210 27 54,700 

29 52,208 
May 6 53,181 Nov 4 55,651 May 5 53,319 Nov 3. 55,855 
14 52,653 12 54,927 12 52,618 10 55,909 
20 52,658 18 54,064 19 52,157 17 55,443 
27 52,735 25 53,263 27 51,801 24 54,962 
Jun 3 53,390 Dec 2 53,382 Jun 2 52328 Dec 1 55,465 
10 53,353 9 53,294 9 52,786 8 56,233 
17 53,033 16 52,563 16 52,381 15 55,811 
24 53,073 23 52,234 23 52,107 22 55,806 


30 52,907 30 52,786 29 56,551 


Jul 
Aug 
Sep 
Oct 
Nov 
Dec 
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GOLD VALUE OF NOTE CIRCULATION 


1913 
1,139 
1,120 
1,082 
1,086 
1,064 
1,042 
1,096 
1,044 
1,062 
1,118 
1,085 
1,097 


1921 
2,438 
2711 
2,702 
2,766 
3,200 
3,020 
2,885 
2854 
2,703 
2,694 
2616 
2,861 


1914 
1,135 
1,112 
1,103 
1,168 
1,128 
1,135 
1,370 


1913-1927 
Monthly 


(In millions of dollars) 


1915 
2,021 
2,094 
2,112 
2,178 
2,200 
2,179 
2,241 
2,067 
2,288 
2,357 
2,420 
2,276 


1916 
2,370 
2,430 
2,519 
2.551 
2,601 
2,671 
2,719 
2,784 
2,850 
2,837 
2,756 
2,852 


1917 
2,963 
3,059 
3,157 
3,298 
3,399 
3,449 
3,515 
3,558 
3,622 
3,776 
3,937 
3,898 


1922 
2,973 
3,156 
3,198 
3,303 
3,253 
3,157 
2,971 
2,896 
2,804 
2,704 
2.477 
2,629 


1923 
2,457 
2,279 
2,350 
2,438 
2,440 
2,311 
2,175 
2111 
2,204 
2,241 
2,061 
1,990 


1924 
1,184 
1,739 
1,870 
2,453 
2,290 
2,082 
2,065 
2,186 
2,138 
2,120 
2,136 
2,193 


1918 
4,107 
4 254 
4,406 
4619 
4778 
4,996 
5,101 
5,269 
5,461 
5,618 
5,344 
5,554 


1925 
2,192 
2,093 
2,148 
2,247 
2,144 
1,993 
2,116 
2,102 
2,155 
1,972 
1,825 
1,896 


1919 
5,869 
6,003 
5,907 
5,671 
5,382 
5,390 
5,040 
4,478 
4,209 
4.296 
3,974 
3,444 


1926 
1,903 
1,870 
1,781 
1,712 
1,699 
1,487 
1,337 
1,611 
1,557 
1,702 
1,957 
2,092 


487 


1920 
3,187 
2,667 
2,701 
2,355 
2,601 
2,973 
3,065 
2,722 
2,643 
2,552 
2,332 
2.244 


1927 
2,076 
2,046 
2,051 
2,045 
2,028 
2,066 
2,064 
2,065 
2,123 
2,147 
2,159 
2,226 


" Source: 1913-1924, U. S. Senate Foreign Currency and Exchange In- 
vestigation, op. cit., vol. i, pp. 480, 481. 1925-1927, compiled from fig- 


ures of daily exchang 
from Le Pour et le contre. 


e rates, and Note Circulation of Bank of France, 
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ADVANCES TO THE STATE BY THE BANK OF FRANCE 


(In millions of francs) 


1922 ’ 1923 

Jan 5 24,150 Jul 6 23,700 Jan 4 23,300 Jul 5 23,900 
12 23,800 13 23,500 11 23,300 12 23,600 
19 23,350 20 23,400 18 23,100 19 23,300 
26 23,000 27 ~=©23,000 25 23,100 26 23,000 
Feb 2 23,500 Aug 3 23,600 Feb 1 28,400 Aug 2 23,700 
9 23,200 10 23,500 8 23,400 9 23,400 
16 22,900 17 23,500 16 23,300 16 23,400 
23 22,500 24 23,300 22 23,200 23 23,400 
31 23,900 30 23,400 
Mar 2 22,400 Sep 7 23,900 Mar 1 23,700 Sep 6 23,900 
9 21,900 14 23,900 8 23,500 13 23,800 
16 21,200 21 24,100 15 23,400 20 23,700 
23 21,500 28 24,000 22 23,300 27 ~=©23,700 

30 21,500 29 23,100 
Apr 6 22,200 Oct 5 24,500 Apr 5 28,600 Oct 4 23,900 
13 22,200 12 24,200 12. 23,200 11 23,700 
20 22,3800 19 24,000 19 22,800 18 23,500 
27 22,100 26 23,600 26 22,500 25 23,400 
May 4 22,800 Nov 2 23,900 May 3 23,000 Nov 2 23,400 
11 22,600 9 23,700 11 22,800 8 23,100 
18 22,600 16 23,000 17 22,800 15 22,900 
26 22,450 23 22,600 24 22,600 22 22,800 
30 22,900 31 23,000 29 22,800 
Jun 1 23,100 Dec 7 238,200 Jun 7 28,100 Dec 6 23,200 
8 23,100 14 22,900 14 23,100 13 23,100 
15 23,000 21 23,400 21 23,100 20 23,100 
D2 = 253100 28 23,600 28 23,100 27 23,300 

29 23,3800 


(See weekly statements of the Bank of France, L’Economiste Francaise, 
and other periodicals, and official sources.) These are new advances and 
are exclusive of 200,000,000 francs which appear in the balances of the bank 
as a separate item. 


APPENDIX 


489 


ADVANCES TO THE STATE BY THE BANK OF FRANCE 


(In millions of francs) 


1924 
23,100 Jul 3 
22,900 10 
22,800 Li, 
22,600 24 
22,800 31 
23,100 Aug 7 
22,900 14 
22,900 21 
23,100 28 
23,100 Sep 4 
23,000 11 
22,900 18 
22,700 25 
23,000 Oct 2 
22,800 9 
22,700 16 
22,700 23 
30 
23,000 Nov 6 
22,800 13 
22,700 20 
22,700 27 
22,700 
23,000 Dec 4 
23,000 11 
23,000 18 
23,000 26 


1925 
21,800 Jul 2 
21,700 9 
21,500 16 
21,400 23 
21,200 30 
21,900 Aug 6 
21,900 13 
21,900 20 
21,900 7 
21,900 Sep 3 
21,800 10 
21,800 17 
21,800 24 
21,900 Oct 1 
22,000 8 
22,350 15 
22,700 22 
23,250 29 
23,850 Nov 5 
23,950 12 
24,100 19 
23,850 26 
25,200 Dec 3 
25,200 10 
25,250 17 
25,650 24 

31 


27,700 
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ADVANCES OF THE BANK OF FRANCE TO THE STATE 


(in millions of francs) 


1926 1927 
Jan 7 35,550 Jul 1 37,350 Jan 6 35,000 
14 34,850 8 37,700 13 34,550 
21 34,800 15 37,800 20 33,650 
28 34,200 22 38,350 27 32,550 
29 37,450 
Feb 4 34,100 Aug 5 37,850 Feb 3 31,900 
11 34,650 12 37,300 10 31,000 
18 34,600 19 36,950 17 30,500 
25 34,500 26 36,450 24 29,600 
Mar 4 35,700 Sep 2 87,350 Mar 3 29,500 
11 35,450 9 37,000 10 29,300 
18 35,250 16 36,850 17 28,900 
25 35,000 23 36,400 24 28,100 
30 36,650 31 28,150 
Apr 1 36,250 Oct 7 36,950 Apr 7 28,150 
8 36,250 14 36,300 14 28,150 
15 35,650 19 36,150 21 29,300 
22 35,300 28 35,750 28 29,300 
29 35,150 
May 6 35,250 Nov 4 36,550 May 5 29,300 
14 34,850 12 36,050 12 28,900 
20 35,100 19 35,850 19 27,400 
27 35,900 25 35,700 27 26,600 
Jun 3 36,900 Dec 2 36,700 Jun 2 27,100 
10 36,400 9 36,700 9 27,200 
17 36,400 26 36,450 16 26,950 
24 36,600 23 36,450 23 26,650 


30 36,000 
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MISCELLANEOUS ASSETS OF THE BANK OF FRANCE 


1926 
3,312 Jul 1 
3,677 8 
3,707 15 
3,561 22 
(29 
3,183 Aug 5 
3,487 12 
3,467 19 
3,529 26 
3,158 Sep 2 
3,640 9 
3,367 16 
3,502 23 
30 
3,187 Oct 7 
3,586 14 
3,567 PA 
3,612 28 
3,353 
4339 Nov 4 
3,581 12 
3,543 18. 
3,599 P48) 
3,220 Dec 2 
3,655 9 
3,498 LAG 
3,303 23 
30 


1926, 1927 
(Weekly) 
2,948 Jan 6 
3,704 13 
3,214 20 
3,376 27 
4,233 
3,689 Feb 3 
4,535 10 
4,043 5 WA 
4,503 24 
3,787 Mar 3 
4,575 10 
4,454 ee 
4,602 24 
4,072 31 
Boll” Apra i 
4,984 14 
5,009 Za 
5,062 08 
4,189 May 5 
4,985 ele 
4,866 19 
4,832 20 
4388 Jun 2 
5,137 9 
4,892 16 
4,738 23 
5,010 “80 


1927 

5,931 Jul 7 
6,125 14 
6,524 21 
7,225 28 
7,192 Aug 4 
8,517 11 
9,053 18 
9,075 25 
8,887 Sep 1 
9,308 8 
9,784 15 
10,733 22 
11,104 29 
12,607 Oct -6 
11,442 13 
11,284 20 
12,526 27 
14301 Nov 3 
16,179 10 
18,074 « 47 
19,018 24 
19,704 Dec 1 
20,484 8 
21,300 15 
22,015 22 
22,321 29 


23,518 
23,460 
24,177 
24,551 


23,853 
23,960 
23,677 


23,965 


23,565 
24,302 
23,938 
23,795 
23,733 


24,758 
24,526 
24,219 
24,000 


23,912 
24,459 
24,489 
24,628 


24,561 
25,512 
25,320 
25,793 
26,551 


: Le Temps, Le Pour et le contre, and other periodicals. 
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BILLS DISCOUNTED BY THE BANK OF FRANCE 


1923 to 1924 
Weekly 
(In millions of francs) 
1923 1924 
Jan 4 3,449 Jul 5 3,007 Jan 3 4,314 Jul 3 4,728 
11 2,686 12 2,313 10 3,546 10 4,865 
18 2,660 19 2,453 17 3,589 17 4,719 
25 2,662 26 2,475 24 3,670 24 4,699 
31 4,198 31 5,135 
Feb 1 3,090 Aug 2 3,040 Feb 7 38,605 Aug 7 4,565 
8 2,652 9 2,471 14 3,576 14 «4,511 
15 2,761 16 2,405 21 3,461 21 4,398 
22 2,684 23 2,312 28 3,891 28 4,407 
30 2,634 

Mar 1. 3,205 Sep 6 2,206 Mar 6 4,388 Sep 4 5,125 
8 2,684 13 2,260 13 4,501 11 4,016 
15 2,754 20 2,373 20 5,072 18 3,889 
22 2,470 27 «2,512 27 5,361 25 3,986 

29 2,686 
Apr 5 3,129 Oct 4 3,847 Apr 3 5,947 Oct 2 4,890 
12 2,359 11 3,101 10 4,993 9 4,999 
19 2,533 18 3,032 17 4,697 16 4,893 
26 2,641 25 3,089 24 4,604 23 4,973 
30 5,452 
May 7 3,239 Nov 2 4,017 May 1 5,006 Nov 6 5,855 
14 2,558 8 3,321 8 4,227 13 4,636 
21 2,403 15 3,852 15 4,368 20 4,727 
28 2,414 | 22 3,304 22 4,056 27 4,811 

29 3,726 30 4,486 

Jun 7 2,344 Dec 6 3,181 Jun 5 4,992 Dec 4 5,597 
14 2,263 13 3,185 1d. 3,7al 11 4,659 
2b 210! 20 3,272 19 3,705 18 4,902 
28 2,487 27 3,664 26 3,704 26 5,242 


Source: Morgan Bank, Statistical Atlas (Paris, unpublished), p. 12a. 
The figures include discounts by the central bank and its branches. 
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BILLS DISCOUNTED BY THE BANK OF FRANCE 


Jul 2 


1925 to 1926 
(Weekly) 

{In millions of francs) 
4,339 Akeray 9 
3,355 14 
3,205 21 
3,048 28 
3,640 
3,209 Feb 4 
3,251 11 
3,250 18 
3,497 25 
4,432 Mar 4 
3,357 ile 
3,183 18 
3,213 25 
3,879 Apr A 
2,847 8 
2,952 15 
2,798 PP 
3,590 29 
4,473 May 6 
3,301 14 
3,395 20 
3,597 27 
4,706 Jun 3 
3,663 10 
3,432 17 
3,696 24 


493 


494 THE FRENCH FRANC, 1914-1928 


BILLS DISCOUNTED BY THE BANK OF FRANCE 


5,166 
13 3,585 
20 3,594 
27 3,596 


4380 
10 3,216 
17 3,058 
24° 3,230 


3,678 
10 2,938 
17 2.728 
24 2808 
31 3,401 


roux LOE a tee 


oooe 


zee 


1927 
(Weekly) 
‘(In millions of francs) ~ 
2,242 Jul 7 1,433 
14 2,472 15 1,619 
21 2,186 21 1,332 
28 3,023 28. 1,760 
3,194 Aug 4 2,388 
12 1,940 11 1,448 
19 2,095 18° 1,482 
27 2,206 25 . 1,729 
2,760 Sep 1 2,105 
9 1,785 1,327 
16 1,673 15 1,414 
D5unl Son 22 1240 
380 2,495 291923 
. FRENCH BUDGET 
1913-1927 
(In billions of francs) - 
Receipts Expenditures 
Rope hae awl 5 
wean 42 10.4 
aoe al 22.1 
eke AD 36.8 
ee GY 44.7 
ae OS 56.7 
bate lO 54.2 
San PAO 58.1 
1 Sli 
4.2 48.9 
“ull 45.8 
ital 40.2 
9.5 34.2 
All 449 
Ree OE 42.7 


1,222 
13 1,344 
20 1,414 
27 1,635 


2,466 
10° 1,535 
17 . 1,443 
24 1,796 


2,230 
8 1,374 
15 1,398 
22° 1,243 
29 2171 


Deficit or 
Excess 


— 0.03 
— 62 
— 18.0 
— 31.9 
— 38.5 
— 49.9 
— 42.6 
— 38.0 
— 28.0 
— 24.7 
— 18.1 
v= 9.1 
— 47 
+ 0.2 
+ 10 


gation, op. cit., p. 493. 1914-1924, Clémentel, Inventaire, pp. 14, 21. 
1925, Revue d’économe politique, March-April, 1927, pp. 309, 312. 
1926, Receipts [bid., p. 312. Expenditures, Poincaré, Exposé des motifs, 
1927, no. 3248, p. 115. 1927, J. P. Morgan, Statistical Atlas (New York, 


unpublished). 
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GOVERNMENT EXPENSES 


1924-1926 


1926 (Provisional) 
(In millions of francs) 


1924 1925 1926 
Credits Provisional § Budget 
Nature of Expenses Voted Situation Project 
I. Public Debt 
General. Budget \.0ss0. 6 dueks 11,631 15,484 15,881 
Special Budget ............. yo ee Ge 5 SPRL et ar ae 
WP otal ect. ReeeG Sates 15,622 15,484 15,881 
II. Debt Viagére 
General Budget ............. 1,442 3,776 5,144 
MIPCCIALMISUCUEL: succes viele crs 3.2 i Boy ip lea a indeed eh sete 
Total eee see ata eaters 3,213 3,776 5,144 
III, Military Expenses 
General Budget ............. 5,924 5,624 5,502 
Special Budget sls: ack vcd. BOS id INSET  e fe 
ELOtab i esteaten 6 eos f cateite 5,954 5,624 5,502 
IV. Civil Expenses 
General Budvetie.< sea-ice eccre 9,528 9,336 10,119 
Special Budget .... 0. cn. canes aes PA0 ee WI he selene ek ae heen 
DORAL Senn omic esa steaseaacnies 11,048 9,336 10,119 
Grande Lota) 0 dui tesitceee 35,837 34,220 36,646 


Source: Henry Chéron, Rapport au Sénat, no. 84, February 22, 1925. 
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YIELD OF THE BUSINESS TURNOVER TAX 
Receipts by Months 


(In millions of francs) 
1920 1921 1922 1928 1924 1925 1926 1927 


APS Nee een ene 184 192 231 303 430 498.4 855.4 
Feb@iar crac 152.165 202 289 340 451.1 707.4 
Marin. sean 148 169 218 303 333 395.0 604.8 
ADIE 0 os et 158 188 249 346 395 537.3 767.1 
May tie te sete 147 180 239 343 390 509.9 770.0 
UIT Pore ss eas 1479) 189 241 321 351 545.8 639.8 
Jule ce 0 140 log, 259 380 376 690.9 793.3 
AUD, a,0+ > 16.4 oe lds OE 18S 257 334 369 726.1 696.0 
Sep <5. e200 157 =: 187 259 323 349 703.8 619.3 
Oct) ea. 204 168 208 294 429 376 856.7 776.6 
NOV ee U0 172 210 289 369 424 823.1 710.7 
Dee) sees 0a 173.218 278 350 400 729.8 665.0 


Totals’ .. 942 1,911 2,281 3,015 4,090 4,535 7,467.9 8,605.4 


+Totals are not identical in each case with the sums of the monthly 
figures given as the thousands are omitted in the latter. The totals are from 
official figures for the years. 


(Figures taken from the Files of the Institut de Statistique de VUniversité 
de Paris and the Bulletin de la statistique générale.) 


YIELD OF THE TAX ON BOURSE OPERATIONS 


GC ma fonts tonctrcsieate 


APPENDIX 


Receipts by Months 


1919-1927 

(In thousands of francs) 
1919 1920 1921 
229 1,118 2,499 
335 1,234 2,105 
270 1,962 1,486 
326 2,069 1517 
476 2,209 1,668 
471 1,713 1,385 
527 1,866 1,477 
550 1,755 1,159 
708 1,951 1,454 
1,123 571i 1,389 
1,083 2,724 1,409 
1,028 3.277 1,742 


1922 


1,635 
1,553 
1,437 
1,445 
1,544 
1,718 
1,829 
2171 
2.772 
2,769 
3,761 
3,321 
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1923 


B2r 
5,563 
5,373 
4,205 
4,025 
3,972 
3,958 
3,761 
3,861 
3,930 
4.479 
5,645 


(In thousands of franes) (In millions of francs) 


1924 1925 
ees 6,356 8,439 
seer 8,669 8,986 
Le 9,220 9,142 
yoke: 8,283 7,793 
ie 7,381 7,293 
see LaTd 9,098 
ae 7,483 *14 483 
retie 6,544 10,749 
es 5,793 10,607 
nist. 7,838 13,448 
oe 8,863 22142 
pate: 8,377 26,548 


1926 


20.7 
19.3 
18.8 
19.6 
29.2 
42.5 
50.9 
45.7 
31.4 
39.1 
38.3 
31.3 


1927 


26.2 
32.4 
29.3 
35.9 
35.3 
26.3 
22.4 
22.3 
21.4 
32.6 
32.5 
30.8 


* This increase is in part due to the change in the rate of taxation, from 
50 to 60 a 1,000 frs—Law of July 13, 1925. Figures taken from the Institut 


de Statistique de VUniversité de Paris and B 


1926, 1927. 


ulletin de la statistique générale, 
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THE DETAIL OF THE INTERNAL DEBT 


October 31, 1925 


(In millions of francs) 
I. Perpetual oe 


Rentes, 3% perpetual ........-+eseecese JOGoBadoecc ware e¥eo 19,740 
Rentes, 5% {915 ea 1916 gpereetual ba bhetanhs ctolslevevesersie Reeratele 18,855 
_ Rentes, 4% perpetual, 1917 ....... cc ses se esc reece ceces 9,005 
Rentes, 4% 11918 “perpétual 22/25 2). aa sie) 0 0 sisieloie) oreieieielnini sieiele\s A 20,619 
Rentes, 6% perpetual, 1920 2... 0c. se ccc c cee see Steroneiletese 27,505 
Rentes, 40) perpetual, 925) a cievic sects nieve creole eis\ersioiel< Savayels 5,934 
Rentes, Alsace-Worraine yo cerca. cle ciceeielciel sco tensneteclen sielshsieieienensie See fe] 
Permanent Advances by the Bank of France.........-.++++- 200 
POUBL, 5 pisses ele hey ol epoaste ouelela di cVeh oner pichteye stele tolayetene fete eK oks asic LOL, VoL 
II. Rentes, Obligations, ete., with fixed maturity. : 
Rentes, 3% Tedeemahlen ccc ste sevovercereeencoreiets B20 HOOD Sea aeane 2,741 
Rentes, $36.% redeemable. q sso sre ercteves crorchonsne eerie cia screeners 12 
Rentes, SG redeemabley s 35. cc .:o eletelorsiece cetehels eietersieiene ay ekouere 15,733 
Capitalized AN MULLER ca arcue ase cov ohotateloteersictanetetoherersisimiets ote aeter orate 11,250 
Capitalized income granted to war VictimS...........seeeee 9,884 
Obligations of State Ratlwayssosicacttcc si elale cvotsterefeietsloler- siete 1,569 
Issues of the Crédit Natlonal, 1919, 19207 PO 24 ere cheleterenstsie 9,544 
Un CAS emma dc UO OOOO Moto UUOL OD 0 CaC aieretele 50,733 
Subtract Rentes, 5% redeemable which are in possession 
OfthemStater cre oe itrecesecs al ooienaetenersysiene sea Greta lerene deessyornretete 4,506 
Balance ih ois cisiercve ie ao thera cokes arora, onecclete slerelerstane ererenatte 3 46,227 
III. Short Term Debt. 
Obligations, Défense Nationale: sexennals 1919........... 425 
Décennals 1919-29........ 7,208 
Décennals 1922-32........ 254 
Sexennals 1925-31........ 1,683 
Bons du Trésor, 2 years 1921, not redeemed...............- 1 
3 ANd OEY ECArs: LOZ2 seicrantieiene cleden severe einis teas 4,322 
8, 6, and 10 years 1923 (I and II series).... 15,508 
LOS years LOD 4% ei. creretebeners eters aieleteiorsielensiersie 4,836 
Issues of Crédit National 1921, 1922, 1923.............-... 12,551 
TOtal east + suerecvane, chonchs spate ater eleisteneneieperertelehere eichenere toners 4 46,786 
IV. Floating Debt. 
Treasury * bills; Ordinary pvemce eer erie elaine adc choral orale revievever ene 3,623 
National’ Defense: Bills itis cuss os on -d evens. ieter onekeeoielio alecelsiis terse renerete 46,659 
Advances: of (the) Bank: src sicic cre sale: viotelch tele sie oielaner sia eleie stenerere 29,950 
DGpOsits =. feletere co sven oser'ay severe arene «leasycleisteRoMobetomenes sNerauet ininne lallacetele 7,716 
Postal checks” accounts... o'%cicic es eee s cistele miele sole se tle.el eerenenes 916 
TOtalis Wop ateire/everoveyeisieseke Bicroxota-suanererele evenertiokere ale sts sieievereverstete 88,864 
Summary : 
Perpetual: Debt «.).<.ieictedaistovecis- slers otrevekeraperetaredemetegetene ohenavers ters 
Rentes, Obligations, etc., with fixed maturity 
Short?Derm’  Debt'sraseresis.olets. stata eheiete ates oes Ac ‘ 
Bloating Debt y.c)s,ccssnomnsseletae ttele ere exatcteuel shee lelaxcrnieteterovemre ae 88, 864 


Grand. TOtalercs circ creelerereccererore eters sieie sielatc(cleleeicicee so; GL Om 
_ Source: Henry Chéron, op. cit., February 22, 1925. 
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BANK CLEARINGS BY MONTHS 


Through the Paris Clearing House 
| 1913, 1914, 1919-1925 
(In millions of francs) 


1913 1914 1919 1920 

JAM PSiied:. oars 1,582 1,621 3,763 10,914 
GI ere scistal ace ct tare 1,522 1,574 3,611 11,685 
IMA cea ie sith: 3 1,543 1,765 4,136 14,126 
1 a) y RO RR ce 1,581 1,669 4,734 14,705 
DVL AY Sse cs 53) 0 2 Aes. 9 6 1,492 1,699 5,265 14,084 
Neier Seas og. 5 « Shee C 1,692 1,746 5,470 13,783 
MORE oe ne se< Agi os 1,467 1,762 5,856 13,920 
PAU Ota sh aiscleco es eater 1,212 Hee 5,738 13,913 
RED BP cous iss Git ces 1,500 i 7,507 13,521 
OCT Ree cole eis s.0 1,639 a8 7,927 14,147 
PO Vas bai ott. nce sess 1,412 nce 8,296 16,105 
De Cere ces sscere acts os 1,796 ee 10,536 16,220 

Opal es sede. 18,375 11,837 .., 72,839 167,123 
Monthly Average .. 1,531 1,691 6,069 13,926 

1921 1922 1923 1924 1925 

UNIT, (ganeeneerries 16,426 12,229 18,864 36,847 23,913 
CBs ih .ot 0! sl 3esos 14,187 11,746 18,997 387,252 24,650 
ESE | ie a aen 14,477 12,286 20,376 46,651 29,170 
EA DT GES vie 6) oka le 15,599 9,860 18,252 34,643 27 889 
LOLI C i 3 ene 15,976 11,805 16,995 33,705 25,390 
TUNG eke cco ek 15,144 11,856 19,062 31,058 83,895 
ate i ae ores 10,946 13,487 ‘19,122 25,229 29,454 
24 io ee ra 12,135 12,789 19,855 25,017 24,283 
SED vista cos 14,383 12,586 19,020 24,019 24,716 
Claes thet eee 11,583 14,451 23,674 24,532 39,811 
ING@V eines obi 12,621 18,794 22,980 21,979 42,105 
DCO ee cate tele ees 13,711 15,756 21,515 27,126 46,379 

PL OG AL etere tort? 167,158 167,645 238,666 368,058 371,656 
Monthly 

Average ..... 13,928 13,970 19,889 30,671 30,971 


Source: Bulletin de la statistique générale de la France and files of 
the Institut de Statistique de ’ Université de Paris. 
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ORDINARY SAVINGS BANKS OPERATIONS 


Monthly statements of the operations of the ordinary Savings Banks 
with the Caisse des Depots et consignations 


(Millions of francs) 


1924 1925 


With- ee Deposits Psdicrat ies oe 

drawals etween De- ; rawals etween De- 

Month Dene tne During the _ posits and Daring the During the _ posits and 
on Month Withdrawais Month Withdrawals 


Jane. 24 Piney eae s 43 22 “Eyer 
Feb ..... 50 SB, = S15 89 21 + 68 
Mar ..... 40 So es 73 17 56 
Arena 31 a7) = 16 33 35 at 
May 26 pai) see 61 36 + 25 
Tuneeeee 28 Pip Mok es 96 16 + 80 
Jaleo’. 39 La) aeels 119 15 +104 
Alig roe 40 20 ae met 146 21 1125 
Sep ..... 30 27 ee 137 9 +128 
Octet. 22 93:0) 216 139 14 +125 
Novia 21 45 a POA eral OF 19 82 
Deomes.. 20 60 a 24440 73 28 45 

Total... 371 30810 Jove ea tti0 253 +857 


1926 1927 


: aia Pineics Deposits ge & hada es 
. rawals etween De- > rawals etween De- 

Month Pune During the _ posits and ee During the posits and 
Month Withdrawals Month Withdrawals 


Janeece.': 124 9 +115 126 6 +120 
Hebea 292 12 +280 377 19 358 
Mar ..... 182 12 +170 212 15 +197 
DT Aa valor, 95 21 + 74 156 19 +137 
May 83 22 + 61 185 19 +166 
JUNE oes: 86 30 + 56 228 14 +214 
Julses eens 45 98 — 53 250 17 +233 
Aug... 50 179 —129 250 15 235 
Sep-erire: 112 28 84 286 13 273 
Oct ee ein 127 29 + 98 310 19 +291 
Nov ..... 101 27 eA) 

Dee™.. 2. 102 27 + 75 


Total... 1399 494 4905 2380 156 19904 


vou The statistical service of J. P. Morgan and Company (New 
ork). 
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DEMAND LIABILITIES 


(In millions of francs) 


1920 1921 
PRU ch atrnceney estat 13,131 
MOD Erte sor sees ene 13,366 13,247 
INI ATi apres 3 12,787 12,945 
PBDEs Wianetal + iar 13,323 13,440 
11 CA ee ne eres 13,870 13,551 
Malaka testers 6 2 13,387 12,629 
Perse irisreinesis se 13,433 13,024 
ARIS ser ahs wis ahcye's os 13,192 12,856 
BED nate aactessk © 13,587 12,974 
Ore ean re Rae 13,985 13,513 
Maye cease, eee 14,064 13,122 
Deter tex eaten s 13,270 13,319 
1924 1925 
BAU ctcfecuierscas 3 15,145 14,996 
MOD e tecin eis aie ataes 15,578 15,119 
Maroon etes<s 15,457 15,312 
ROR 5 soles siete 15,191 15,345 
Rae ed ase bases 14,973 16,422 
"Jit lea een errr 15,358 16,880 
ditlisger es s/c et gees 15,641 17,604 
PAs wake o's o 5205 16,114 17,733 
Benue wis pes 15,435 18,900 
0) eer 15,308 18,996 
IN OM rege Patera: oun 15,860 19,321 
DCG tas tess. t-te 14,853 19,943 


Of Four French Banks Publishing Monthly Statements 


1922 
13,367 
13,137 
12,836 
13,506 
13,389 
14,036 
13,546 
13,340 
13,602 
13,946 
13,538 
13,966 


1926 
20,732 
20,910 
20,475 
20,516 
21,436 
22,418 
23,335 
22,693 
22,123 
23,120 
22,101 
22, 469 
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1923 
14,096 
13,863 
13,912 
13,815 
14.094 
14.248 
14.132 
14,333 
15,158 
14,418 
14,243 
14,945 


1927 
22,760 
23,659 
25,159 
24.637 
24,753 
25,090 
26,172 
24 467 
24,554 
25,716 
25,505 
26,405 


The four banks are the Société générale, Crédit Lyonnais, Comptoir 
d’escompte de Paris, Société générale de crédit industriel et commercial. 
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INDEX OF PRODUCTION 


1919-1927 
1913 = 100 
(By months) 
1919 1920 1921 1922 1923 
JAN? eee 58 65 64 68 90 
Be@bi tents ens ome 58 65 59 70 85 
Mar 200 Wo-aeeie 58 65 56 76 86 
ADI e cos. oe eee ioe 60 65 53 77 85 
MAY lo asccemenats 61 62 51 80 85. 
od Uli ater ones: 62 64 Oly 2" 82 ~ 90 
Jl Gia hescnee aero: 64 63 50 83 92. 
PUG tec ets ch 5 hee 63 64 50 84 94 
DOD of vse oo eee ee 61 66 50 86 95 
OER Satta. ac <tr are 61 70 49 90 97 
INO Vanenettcccateereo: 62 69 56 92 99 
DeGuise. eee 64 68 64 90 102 
1924 1925 1926 1927 1928 
Janes > etc eee 105 110 118 117 
Bebe a ney 107 109 122 113 
Wisin eee 108 108 123 108 
IADTRN a Sets eee 106 107 125 106 
IMA Yio. eS Ocoee ae 108 106 126 108 
DUI Bees tact ee 108 105 126 108 
JOSS. eee 110 105 Dy 106 
SUID sa tacweee 112 106 128 107 
MeDiie. s/c ance aw 115 107 128 109 
OCtae ne. eee 117 Ta 129 110 
INOGT con eae 118 116 129 lie) 
DGC men oe ee ee 113 118 123 115 


Source: Bulletin de la 
Index, October, 1924, p. 1 
p. 350. 


statistique générale de la France, Dessirier 
06, and April, 1926, p. 305; 1927, vol. xvi, 
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DEMANDS FOR EMPLOYMENT NOT SATISFIED 


1924-1927 
Monthly 
1924 ae h Pei) 1926 1927 

SAS cr wy io. as 12,089 13,030 12,863 73,506 
GD ets at ee bet » 11,278 12,807 11,3868 96,670 
DLA Poete's sists eee nes 10,129 D338. alee, 210213 80,741 
PDE UCN aici s eemre’ 10,412 11,666 10,369 68,614 
IMBYA- <a kveltee aoe 8,038 10,997 8,883 48,241 
UE rcts yas a ake 9,154 10,321 8,272 32,622 
RI ies are sa atte dee 8,653 10,548 7,682 29,264 
NE Re a 9,358 9,196 8,597 29,576 
ODES fails ashes ’ 9,536 10,104 11,753 27,896 
6 ene ae be 10,505 11,208 11,759 25,817 
DOV ile oi Ars vow te 11,886 11,923 16,126 26,587 
PCCM. seuiane es 9,901 9,276 23,985 27,603 


Source: Bulletin du Ministre du Travail, 1924, pp. 118, 233, 357; 
1925, pp. 20, 133, 275, 376; 1926, pp. 58, 180; 1927, pp. 332, 333. 
1928 Bulletin de la statistique générale de la France, supplément 
mensuel, April, 1928. 
EX hate a esas 31,967 BOD cat ears 30,356 


PRODUCTION OF COAL AND LIGNITE 


(Not including the Saar) 
In thousands of tons 


1919-1925 7 

1919 1920 1921 1922 1923 1924 1925 
i. ore 2,473 2,200 2,428 2,670 2,670 3,148 3,762 
no) re 2,244 1,973 2204 2502 2502 2479 3649 
Mar osc cso. 2,125 1,541 2320 2,764 2764 3012 3.773 
Tre Sac ec 1,745 1817 2316 2479 2479 3000 3,641 
Daye) ot. 1,733 1,056 2,162 2,595 2595 3129 3/693 
SUD Fe?» a: 858 2301 2,408 2,551 2551 3326 3,496 
Peet ee eo5 1,430 2358 2,328 2,595 2525 3215 3784 
igh fous as 1,782 2371 2,455 2665 2665 3405 3,691 
5 eee 1,838 2,403 2,489 2720 2720 3321 3.837 
Ona. 2,065 2,436 2589 2824 2824 3690 4103 
INGV soo seks: 1,983 2374 2574 2800 2800 3506 3,675 
Decaeccs<. 2,066 2,444 2703 2821 2821 3347 3850 


Source: Files of the Institut de Statistique de ’ Université de Paris. 
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CAR LOADINGS 


Monthly 
1920-1923 
1920 1921 1922 1923 

JAN: i peaeee 30,121 33,398 39,726 55,052 
Pebit.2 cnc cone 31,454 35,255 42,057 55,464 
Maria ate 28,429 33,935 43,270 56,971 
Aprheke ce. ee 33,369 35,353 41,827 54,931 
Maye. 2a ee 21,063 33,991 42,617 54,272 
Jibei oe 35,018 36,153 42,919 56,758 
JUL epee hace oan 34,334 34,256 43,140 55,073 
Atgtibteoes ee 35,425 37,181 43,623 54,964 
Senay ss cee 36,189 39,503 46,808 59,025 
i) ee. 37,512 42.769 49,489 60,517 
INGV Mbiiccit. rte 37,627 43 247 48 624 61,976 
DeCh caandecaece. 34,447 43 271 48,408 57,995 

1924-1927 

1924 1925 1926 1927 

Jane oe 57,362 61,361 60,808 56,663 
Feb nee 61,609 63,352 66,179 61,967 
Maryc re 63,228 62,990 67,329 61,880 
Apr wc. tee 59,126 58,944 63,193 58,817 
May eet 59,777 58,946 62,075 60,858 
JUN ORs Reis eels es 59,597 59,683 64,856 59,494 
Tul osascates tee 58,708 58,037 61,478 56,549 
Ages eee 60,303 60,143 63,487 57,386 
Sept <2 tae see 62,812 64,107 64,600 61,032 
Ockigs ene 65,471 66,542 67,923 66,507 
NOVA. pratt scene 64,256 65,957 66,125 62,963 
Dec? Ge cayieey ae 64,284 63,437 60,775 61,456 


Source: Institut de Statistique, Paris, and Bulletin de la Statistique 
Générale de la France. Alsace-Lorraine is included in 1928, 1924, 1925, 
but not in 1922. 


STEEL PRODUCTION 


APPENDIX 


1920 to 1925 


In thousands of tons 


1920 
CUNY veidiaes creeeareen sey ses 195 
GD. ctesies Seine wae 194 
WiaTyR aren eietstc 188 
INS? SAS ooMbUOCD OSE 186 
VIANA crore opelete se sicre''s 172 
UNMET e ee toes 244 
ULL Pee presentee crises sechets 255 
PUIG atte cfeitud access 277 
DOD ar crates 300 
(OYE QU AERO ere era 324 
INO Vartancocivdeo tines 314 
I BYNOh es ss areata ol 


Production of 1919 (in thousands of tons) was 


1st semester 


oevevee 


1921 1922 
268 315 
264 317 
251 367 
257 324 
244 364 
245 358 
223 369 
232 397 
236 407 
260 430 
277 410 
302 415 


1923 


408 
290 
316 
355 
388 
427 
400 
452 
446 
476 
493 
526 


2nd semester 


ecvoee 


1,182 
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Figures from the Files of the Institut de statistique de Université 


de Paris. 


INDEX OF QUOTATIONS OF 3 PER CENT BONDS OF 
SIX FRENCH RAILROADS 


1923 
AEN ah Roane Scie 70.5 
JOC ONS Agee eee 70.3 
Mies £5 ae Seas 72.0 
LN) 8 Se cp ce ote 70.5 
IVEAY Ie sels wel sce esc 70.2 
JUNPe ns aioe ers 70.0 
AE Samontee aes 70.7 
PATS Bele cieia cate si 71.5 
SED tka eriers’s saves. 70.5 
OCte car lsc iew ins 718 
INGVacecchie ccs 66.1 
DCC carck as cae 65.6 


Base 1901-1910 
Monthly 
1923-1927 


1924 
66.1 
66.0 
64.3 
64.2 
61.5 
62.3 
63.9 
64.3 
59.6 
58.4 
53.6 
53.0 


1926 
50.8 
51.8 
49.9 
49.0 
49.5 
47.7 
48.9 
49.7 
48.9 
51.9 
55.2 
59.8 


1927 
62.9 
60.6 
70.7 


Source: Bulletin de la statistique générale de la France, 1923-27. 
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1919 to 1922 
On the 15th of the Month 


Sar ae 62.5 59.8 


1919 1920 

Weis oi Sa eee 65.0 59.8 
Wielosn ghana: 65.5 59.0 
MOC ele 64.3 60.0 
TOME oe 63.8 _ 58.1 
stirs aateets 63.3 60.8 
aleve fees 64.0 57.9 
este nas 62.4 57.2 
Sure Gia aed 62.6 59.3 
farses 61.6 56.5 
eetetersiseeaees 61.3 57.4 
cheats sia 60.7 50.5 


1921 


60.2 
59.7 
59.4 
57.4 
58.4 
57.3 
57.6 
57.6 
57.3 
55.3 
56.0 
55.8 
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~ 1922 


57.4 
58.7 
58.2 
58.9 
58.9 
58.9 
60.2 
61.5 
61.3 
59.6 
60.7 
60.2 


THREE PER CENT RENTES ON THE PARIS BOURSE 
Relative Price, Base 1901-1910 


Figures for January and February are interpolated from a series 
taken from Morgan & Co., Paris, Unpublished Statistical Papers. An 
adjustment of .50 is made because their quotations are slightly lower 
where figures are given for the same date. 

Source: Institut de statistique générale de la France. Bulletin de la 
statistique générale de la France. 


1923-1927 
1923 1924 1925 
59.2 Oost -.' 49.4 
59.8 57.6 49.1 
58.4 56.1 47.7 
58.9 54.7 45.9 
58.9 53.5 45.5 
56.7 53.7 43.8 
58.9 53.0 50.7 
58.6 54.6 47.2 
58.1 53.4 48.9 
56.8 51.0 46.9 
55.6 51.5 46.8 
54.3 50.8 50.9 


1926 
50.2 
49.8 
48.3 
48.1 
48.7 
48.2 
48.5 
50.9 
49.4 
50.7 
50.9 
56.1 


APPENDIX 


INDEX OF VALUES OF 13 BANK SHARES 
Base 1901-1910 


Monthly 

1923-1927 
1923 1924 1925 1926 
POU ise a Wetec 150 180 160 183 
LOI a te ne 2 ea Ss 162 184 153 178 
ESET. 5 sae ee ee 157 169 155 172 
PAPE nti crties ee ot 157 168 152 176 
MAN. otoseei eve ss 158 165 145 178 
1 ar nae ae cee 162 168 142 186 
Pintle gt ess Soe ers 165 172 150 vee 
FU ten ae are ae 167 172 151 233 
SOI casing nee t ees 165 173 154 235 
OCU test eee ees a, 5 167 171 148 223 
NON pasa Gee ee 172 167 147 217 
HOCC cine esc 176 162 185 220 


Source: Bulletin de la statistique générale de la France. 


SECURITY VALUES 


SUEZ CANAL 
Relatives, Base 1901-1910 
Monthly 
1923-1927 
1923 1924 1925 1926 

Ae os tas cranes 176 229 379 588 
RCOR eta. 5 avon 183 314 442 571 
AUG se ctece eae casas 176 227 418 585 
1A, 0) Sea OA eps A 190 251 44] 587 
MLA Oe sterch y+ a) res 195 307 459 617 
+ SLE eR agar ae 204 317 562 721 
Tg ee ee as inkers 210 331 512 781 
BWA eh atte ts 2 seis ce 221 326 534 640 
722) Oh age aaa 202 334 510 740 
(OLE) ipl aE Seale 198 366 554 712 © 
INO Vea alee ese oe Dies 216 344 578 599 
MICO a. ee ae 224 385 622 599 


507 


1927 


238 
247 
277 


1927 


609 
621 
585 


Source: Bulletin de la statistique générale de la France, 1923-27. 
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INDEX OF 23 INDUSTRIAL STOCKS 
Relatives, Base 1901-1910 


Monthly 
1923-1927 
1923 1924 1925 1926 1927 
Jan) Pececeeinee 194 265 255 252 301 
Reba nce. eee 201 282 251 257 305 
Mariecncsoreee 196 254 254 247 331 
ADP. nce montana 201 258 255 247 PRS 
Mays ve sarc arte eis 204 260 242 253 
JUN Seer ete 217 260 248 277 
aR AS Bs nen o 229 270 264 325 
TR) ga eer eae A 2 oS ca IBY; 268 264 307 
Sén > Wh. eater 225 269 258 324 
Octet eee 231 276 252 313 
NOV eee 244 265 258 285 
Decve Sacre 248 258 261 273 


Source: Bulletin de la statistique générale de la France, 1926-27. 


SHARES OF TEN METALLURGICAL COMPANIES 


Index of Quotations 
Relatives, Base 1901-1910 


1919-1925 

1919 1920 1921 1922 1928 1924 1925 
JAD ee oe aie 179 220 190 143 185 184 124 
MOD ste tare actrees ore 169 225 169 133 172 179 117 
IERIE stators cerns 163 268 172 129 170 185 115 
DY aise stereo ee 162 281 169 121 171 158 109 
Mays ats cramer 178 280 156 126 163 159 109 
JUN eae os eects 173 252 142 121 155 149 103 
AN Re Sateen or renee 8 170 248 132 116 175 150 114 
AUD nse: e 175 238 156 132 193 151 122 
Sepere asavderae wars 189 219 151 136 186 147 116 
OCt are cerns 215 202 149 141 177 149 111 
INOVa toe tae ees 223 188 144 150 170 136 106 
Deeriict resent 223 197 148 154 175 120 104 


Source: Institut de Statistique de ? Université de Paris. 
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VALUE OF FRENCH SECURITIES FLOATED ON THE 
PARIS BOURSE 


(In millions of francs) 


1924-1927 
1924 - 1925 

Actions Obligations Total Actions Obligations Total 
Vane con ces 195.8 8053.9 3249.7 206.8 23.0 229.8 
Heber es. os 222.9 34.3 Dolee 204.4 11.4 215.8 
Mar syncs 480.7 114.8 595.5 305.8 40.2 346.0 
ADE secon os 275.7 49.9 325.6 192.8 121.2 314.0 
May ..... 327.4 167.0 494.4 351.3 62.5 413.8 
ANA near 320.0 487.5 807.5 394.8 269.4 664.2 
Ait: Mepanereres 210.7 44.8 255.5 149.9 33.6 183.5 
BUG oi. sie 119.6 10.1 129.7 102.1 16.3 118.4 
BEDetecee-s 358.4 142.4 500.8 150.7 23.6 174.3 
Octecsesc: 370.0 99.7 469.7 117.5 490.0 607.3 
INOVeei ecco 361.4 24.5 385.9 235.8 22.0 257.8 
Deck see 404.2 14.8 419.0 197.9 10.3 208.2 

1926 1927 

Actions Obligations Total Actions Obligations Total 
anne cts 141.7 123.3 265.0 225.0 201.2 426.2 
BuieD we fnisvente DISS 142.7 356.0 232.4 18.7 251.1 
IVIGT srerexcisss 264.9 95.7 360.6 458.5 182.1 640.6 
1,40) Coca 199.6 38.1 PEM (Sf 318.5 121.0 439.5 
May 6535 310.6 902.9 1213.5 570.5 774.3 1344.9 
Une 284.5 211.6 495.9 381.2 207.7 588.9 
Ainlimerec areinrs 161.1 SY 274.8 219.1 296.5 515.6 
UE Aiko 254.3 9.7 264.0 182.8 142.5 325.4 
BOD ce pclae 157.2 159 173.1 172.3 226.8 399.1 
Octy. n-.% 247.8 94.4 342.2 498.3 478.0 976.3 
INOW re nets 518.2 iL 7/ 649.9 293.2 325.4 618.5 
Dece.can.. 266.6 413 307.9 595.8 394.5 990.3 


Source: Bulletin de la statistique générale de la France, 1924-1927. 
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WHOLESALE PRICES 
(July, 1914 = 100) 
1914 1915 1916 1917 1918 1919 1920 


Jana. oc ee aeiee sioete prets dyes, j, 1OL9-0. | OOD: 497 
Keb (7. Steen eas ae Apis oeee ©6620, 848 533 
Mateo ciinies soe- 182.3 189.9 9233:64.,334,0 344 566 
Apri c ste pete ears ae ve deny OSU.» (BOO 600 


aoets ect eave Ses 1) 1042.65) (992 562 
ORIN Fee sts eas wane = A403 1924)  270S~ 23307 eooe 503 


Sulla cers 100.0 344.5 356 506 
AUT oe ss fe hoe ees be ---. 857.8 355 512 
BOP. nines tte 102.2 1475. 1927 285.9" 362-7 oon 537 
Ot tae. ae anes Sete venke vintets, = OOCOT SOO 512 
NOVig< 28 “aniiy: ohn aers wiey GOOD) 418 470 
DeGee reas 1128 166.7 2078 2790 3604 432 444 

1921 1922 1923 1924 1925 1926 1927 
JAN) 2s vrais 415 320 395 505 525 647 635: 
Robe sigacat 385 313 431 555 526 649 645 
Mary ‘cues 367 314 433 510 524 645 655 
ADIs) cenan 354 320 423 459 523 664 650 
Mayor....a. 336 323 415 468 531 702 642 
PUN irene 332 332 417 475 5954 754 636 
JULIE cs sae 337 332 415 491 569 854 633 
BUG was sare 339 338 421 487 569 785 631 
SODiss «+42 we 351 336 433 496 567 804 613 
Och act sath 338 344 429 507 584 767 600 
Novagecnnse 339 359 452 514 618 700 607 
DeGtas.cca'ne 333 370 468 518 646 641 617 


Source: Bulletin de la statistique générale de la France, April, 1919, 
p. 296; October, 1918, p. 145; October, 1919, p. 206. 
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RETAIL PRICES 
(July, 1914 = 100) 


1914 1915 
anita ae, one as 
Webi ec oa. oe 122 
Wiarikons a er 
i) eee oe ee 
INCRE Se ase sie 116 
Sitio, Aas on ere’ 
Aileen. 100 eee 
AUC arses Riot 122 
2 OS ap 5 he 
Octwes ae a 
INOVe et ace we 120 
MCC esc epee He Be 

1921 1922 
alge nr 410 319 
1S opened eee 3882 307 
IESE sisi hae 358 294 
INOS 8 peas 328 304 
WEN Soo aoe 317 317 
ANGE Bim Sick 32 3807 
ChUILghes oes cris 306 297 
LNT a: A 317 289 
"So OR eee 329 291 
OCUM aera: 331 290 
NOV...) sen sexe 326 297 
IDWS aes ene 323 305 


1916 


137 


135, 


132 
138 


1923 
309 
316 
321 
320 
325 
331 
321 
328 
339 
349 
355 
365 


1917 
139 
147 
183 
184 


1924 
376 
384 
392 
380 
378 
370 
360 
366 
374 
383 
396 
404 


621 
599 
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Source: Bulletin de la statistique générale de la France, April, 1918, 
p. 260; April, 1919, p. 310; October, 1919, p. 206. 
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WHOLESALE PRICES 


Weekly 
July, 1926, to December, 1927 

1926 1927 
Jul 3 786 Jan 1 640 Jul 2 632 
10 810 8 639 9 628 
17. 837 15 641 16 631 
24 848 22 640 23 633 
31 854 29 636 30 633 
Aug 7 775 Feb 5 635 Aug 6 628 
14 789 12 640 13 629 
21 784 19 643 20 632 
28 786 26 647 27 632 
Sep 4 779 Mar 5 650 Sep 3 628 
11 785 12 656 10 627 
18 794 19 654 17 626 
25 798 26 651 24 617 
Oct 2 803 Apr 2 653 Oct 1 613 
9 791 9 650 8 610 
16 791 16 648 15 610 
23 782 Pee by 22 603 
30 767 380 650 29 600 
Nov 6 746 May 7 647 Nov 5 602 
13 736 14 647 12 602 
20 710 21 646 19 603 
27 700 28 643 26 606 
Dec 4 660 Jun 4 648 Dec 3 613 
11 648 11 638 10 613 
18 640 18 6385 17 610 
25 640 25 637 24 612 


Source: Bulletin de la statistique générale de la France, Supplément 
mensuel, 1926, 1927, and January, 1928. 
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COST OF LIVING 


1922 to 1925 
Index for Paris of the Statistique Générale 
July 1914 = 100 


General General 

Average Average 
1020 istanquanteiares rc 295 1924, 1st. quarter... .... 365 
nates Si) Cees. 341 ZOGee chr cae eens 366 
3rd Sa oa Anens eo 363 ard aa cae he 367 
4th pti ten 370 Ath My ok ote ft 377 
£971) = Ist eiquarter.23..... 338 19255 Ist) quarter......0.s.2 386 
Dnt 9s Gey lt 307 Qn Mala. Cg Sra aoe 390 
ard yA PRE agit 295 3rd gars. ass 401 
4th ee ce, is 297 4th fae RS Sioa 421 
1922) Isticquarters: jas. 291 1926, Ist. quarterck... 451 
Patt LY Seas 3 ee 302 2nd Sop leatig crete 485 
3rd Sil ate Peele 289 3rd Sa acle raes 539 
4th Aaa ot rae 300 4th aN Omar TICs 545 
1923, Ist quarter....... 324 1927, . ste quarter; jess: 524 
PANG A te a 334 Qi WIE Ngee en 525 
3rd Se att roe 331 3rd SS i REC Amr 507 
4th UE eeeene oss 345 4th Bb peters 498 


Sources: Bulletin de la Statistique générale, Vol. xvi, No. ibe To), tatay. 
Le Pour et le contre, 13 Feb, 1927, p. 139; 12 June, 1927, p. 521; 18 
Sept, 1927, p. 790; 10 Oct, 1927, p. 874; 13 Jan, 1928, p. 66. 
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520 THE FRENCH FRANC, 1914-1928 


WHOLESALE PRICES 
Quarterly 


End of 1922 to 1926 
Base 1901 to 1910 


General average ........ 
Foodstuffs average ...... 
Raw material, average... 


Corn (maize) .......... 
Potatoes ews. cette ee 
Riceta cc eracoterres rote 


Average of the group.. 


Beef ist quality......... 
Beef 2nd quality ........ 
Mutton Ist quality...... 
Mutton 2nd quality ..... 
POrk) Sc ceca ee 
Salted meat *. 2 esc8& « 
IBUttCL Re enlelentaeterree 
Cheese. ico scene nce ties 


Average of the group.. 
Sugar? Taw. 50s ces sclte es 


Sugar, refined ar. 2. . 
Comee sian. cancuns smarts 


Average of the group.. 


1922 


361 


Ist 
475 


499 


505 


1923 


497 


341 
161 


492 


45 Commodities used by the Bulletin de la statistique générale in their 


index number. 
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WHOLESALE PRICES 
Quarterly (Continued) 


1922 1923 

4th Ist 2nd 3rd 4th 

Ess aIPOWs eens cs eee 351 546 617 589 589 
PINCUS rg sis ts Boar oS 5 334 438 461 435 433 
COPPerees os raw fees oe 264 335 316 317 311 
PUR ton saa ty Ast ese 327 431 405 427 513 
Bead Meee ed ate 470 594 511 542 662 
MARC Nic hes ok oe os 426 409 409 472 501 
aN see he tts Sor ok 417 442 456 455 455 
Average of the group.. 370 468 453 463 495 
RGEtONGe tars fects c s Sees 631 814 782 864 1155 
ST, a a aD 616 681 639 635 658 
POM ES entices Oe ets 338 383 413 424 530 
3 TSN es arc epee ee yee 639 696 599 477 506 
WAGON Be yas cke ete wa hele aie 508 598 683 769 791 
Dt arie cera ate Mek eh oe 514 634 655 669 686 
Average of the group.. 541 634 628 640 721 
Hides (salted) ......... 283 345 350 307 306 
Oru Apna a 219 226 223 241 253 
CORSO MEG oes eh cnc eee 29° * 401 383 421 455 
DU (CONZA) Ae atts « % cate, 2% 544 686 702 699 720 
Our (linseed) 0. o..cc8.,. 562 695 718 759 785 
BICODO! Sih anns cries dias - 388 336 346 331 353 
OULOOMEN Cece « s oletes ante + 3892 390 3890 424 452 
Soda carbonate ......... 362 373 353 844 352 
Soda nitrate” /....06.026. 319 410 373 390 410 
IBENZOL Porcatnatic's «cares oes 713 773 873 818 802 
ROO ere cs eee e, 564 593 607 607 620 
RUIDOCT IE ater ee ees. 52 7h 68 75 64 


Average of the group.. 394 442 449 451 464 
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WHOLESALE PRICES 
Quarterly (Continued) 


1924 1925 


atsih PAavel «= Spo | Ahoy Tete ava 


General average .. 592 529 556 581 595 607 
Foodstuffs average. 544 5038 515 529 5387 554 
Raw material, aver- 


Og ee el ens 680 550 589 623 641 650 
Wiheatu tans sacs Ass Alls 446] 5310 Sono moO 
HGP 15 eee «ke 422 409 443 498 545 552 
RYyOisnoe seus eee 494 461 534 627 668 674 
Barley’ xt anus curt 471 498 5381 544 536 514 
Oats 27). Cites cies 370 874, 405.4,476. <51655"562 
Corn (maize) .... 659 557 587 686 704° °739 
IPOtEtOES aeecrae a 511 601 359 3866 400 498 
Rice sc eee eres 764 679- 728 704 685 749 


TOUDH Se tens 515 500 506 554 579 607 


Beef Ist quality... 466 522 520 539-524 561 
Beef 2nd quality.. 483 5383 545 566 528 564 
Mutton Ist quality 575 577 611 608 583 630 
Mutton 2nd quality 542 521 558 “1 696688. B75 


Porlen xis vse betas 588 553 581 547 525. 557 
Salted meat ...... 580 545 573 544 516 557 
Butter. geo. es 2 504 3854 381 464 537 416 
Cheese <scsi0r ea os 553 425 458 486 493 473 
Average of the 

STOUD Men aay 2 536 504 528 541 531 542 
Sugar, Tawa ;:..-. 1216 947 869 624 678 715 
Sugar, refined .... 634 536 517 482 424 439 
WOlleGiscen grea hats 434 379. 466 545 542 515 
WOCG8 nc ean ees 191 UAGSS VISIR Ils ie 27 


STOUp caer 619 507 508 454 466 472 


APPENDIX 


WHOLESALE PRICES 
Quarterly (Continued) 


1924 
Ist 2nd 38rd 4th Ist 
PABEITOD .. . dates 567 540 451 482 471 
PORUOSSO Mec a's acces 440 439 422 373 393 
Canper i. tees 377 805) 3884. 3349S 359 
Lifes, Visca cece ace eee 702 489 594 650 667 
PCA Oso ee ais 882 649 770 947 981 
PABO IO trend sole aes 601 453 512 568 605 
IOAN cigs « acdsee ot 472 468 468 468 468 
Average of the 
BEOUD. Se. ain es 577 ©6478 «6507 S541 S556 
8) 2 & Noe 1187 978 930 8384 858 
LIS Cpanel et aes 956 966 1119 1103 1023 
(She (0) Ole eae ee 669 725 725 812 906 
MGC Ec Suis se pices 3 683 574 728 866 963 
RYiGol ee Oy en es 1021 879 1005 1131 1028 
Reems ee. Sho oe 734 590 590 572 569 
Average of the 
P<TOUD  Weaoe..s 875 785 849 886 891 
Hides (salted) 388 303 324 425 440 
(USA te it anal 267 =253) S280) 3387'S: 3331 
PERSE A is ons + 557 «404 «6498 )= 5584 
Oile(eolsa yy 30%, 2. 955 817 876 964 1025 
Oil, linseed ...... 1020 793 918 898 969 
ACONOL oss scie 412 425 447 498 462 
Petroleum ....5.. 521. 475 496 475 507 
Soda carbonate ... 380 369 355 367 336 
Soda nitrate ...... 478 408 433 447 457 
BON ZON 2 ooo, sigs: os CGetit, Ale 1718. 6 967 
Wy OOG © stoners ens 3 i 626 626 626 626 642 
BOADDCE ions cas 68 54 67 ek 97 
Average of the 
FROWID. ola.conne 5389 475 506 539 564 


Source: Bulletin de la statistique générale de la France. 


1925 
2nd = 38rd 
493 493 
417 417 
PY oy a 
697 782 
898 1058 
611>. 701 
468 468 
564 619 
895 932 
880 966 
894 890 
1221 1238 
909 903 
600 724 
900 942 
418 446 
310 338 
566 ~=616 
996 1101 
1087 1145 
419 408 
514 518 
341 341 
486 523 
1000 1027 
647 659 
156mm 26 
574 615 
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524 THE FRENCH FRANC, 1914-1928 
WHOLESALE PRICES 
Quarterly (Continued) 
1926 

Ist 2nd 3rd 

General average .......... 732 800 922 
Foodstuffs average ........ 632 712 821 
Raw material, average..... 813 870 1003 
Wheat icc.s esc. «tee tices 641 790 979 
PIQUE. oc ware ese ana te 620 769 979 
RY Os. 05. ene eee ee 609 799 1014 
BATICY ao nte cle orate itate 519 639 775 
Oates Oe. Sane nclaahicoe se 581 662 655 
CaN OUD) cancoaodconc 759 860 1012 
JOM! aoooscavgbo0ce9es 436 595 582 
RICO Sie lorcie Stoel s 1052 1201 1559 
Average of the group.... 652 789 944 
Beet Ist quality... .coeae- 587 621 606 
Beef 2nd quality... 2. <2... 585 636 621 
Mutton Ist quality........ 651 662 712 
Mutton 2nd quality....... 582 556 646 
POLK wows emia nae 747 838 888 
Salted meats. sca. cet 679 733 733 
Butter =... ce tac ccmr cag 563 488 588 
Cheese = oi. e-tae siete commerce 654 611 610 
Average of the group.... 631 643 675 
Sugar, TAW oes weenie 850 954 1176 
Sugar, refined <2 css «2% 497 546 726 
Coflee ta, i iat Sia store ee eer 740 897 1049 
CoCoh iwc eae 289 378 511 
Average of the group.... 594 694 865 
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WHOLESALE PRICES 
Quarterly (Continued) 


1926 

Ist 2nd 

Rig irons Go. cock cont 571 613 
Billets shits ps oeeeee 493 545 
SOU POR a tance a. Lane io 528 605 
Wat tieahec rac tirt csehr care vd, eta 1113 1267 
J LSEENG Fs RAR AR A te eee tae ar 1234 1267 
ATIC Mayer eee ais SoS Eran 913 982 
Cone econ con ton 520 561 
Average of the group 768 834 
(CORR: ies cote cua eae 950 1048 
JLAXaee eis cece eee ee 953 1075 
PGI tion ite ciate grails ees 837 784 
ULC MRT RI Ge ee ee 1845 1829 
WOOl Perce cis cere ta 1029 1206 
SHS atelae ea screenname ares 889 958 
Average of the group 1084 1150 
Hides (salted) ........... 524 564 
INSH CRM ee iera s Salim cers 383 358 
GTeASO Pe ree ee sc aes 731 869 
BUM (COIZA) e sricse Wave sininve oe. e 1194 1219 
Oil (linseed)menc os aes 1044 1081 
PA COOLS. crete lone cee ants 487 510 
IRAN oosuecbnceceade 645 809 
Soda carbonate ........... 397 471 
odaenitra tems eee 669 759 
IBenzol@e einer scone taee. 1367 1380 
VO OG etaet race are rn oP 754 797 
Rub Der rhe es cela eceente 248 210 


Average of the group.... 704 752 
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FREQUENCY TABLE OF WHOLESALE PRICE RELATIVES 


Fourth Quarter of 1922 to Fourth Quarter of 1926 


Quarterly 
Index by 1922 1923 1924 
Hundreds 4th Ist 2nd 8rd 4th ist 2nd 3rd 4th 
Oe. Ride we aig eee ws if 1 1 1 1 1 1 1 1 
| Re ee ators ROS 1 1 1 1 il 1 1 Late 
7 di AE ESA OS he 5 Pie el Wee). 1 1 1 1 1 
So Moda beeen 18 15 10" 1249 4:6 5 5 
BV aehsteldy Vette memes 8. 81b 10-13" 10-1 is 2 ee 
Sat osie on otete ene gre 9 Od 26) 10: sites 1 2 ee 
Ghton vince ls ree Goat 3 5 5 4 5 6° 4° $29 
TO Seta tena: 1 1 3 ie) ree eas} 5 2 
Si eure eg ae ote e ens: ty 1 1 2 1 1 2 2 4 
ee recreate ee teens 1 1 aes 2 ae 
AO ecient renee res — 1 NR 7 ree 1 Me Pe 
PUM iene worse ace ear aes 1 1 1 2 
Dag ies Gee ae ees ae 1 i. ae 
Total rcwe sty ce 45 45 45 45 45 45 45 45 45 
General average .... 405 475 474 479 509 592 529 556 581 
Index by 1925 1926 
Hundreds Ist “2nd 38rd 4th: ist 2nd™ Srd tain 
OMe Mate ee ane ee 1 Be ae AA ‘ a es <5 
havens Serer Sapa a oe 1 1 ae 2a is PS 1 
De Be Sn Sa ak 1 1 2 1 2 1 1 ae 
OL Mie soa eee 4 3 2 3 2 2 an 3 
ge eet Pe ACitr et 8 10 9 8 4 2 1 2 
Dee ce Cater 15 12 11 11 10 7 5 2 
OSin ies tere 6 6 6 5 8 8 8 11 
LAP Ded stestatcte 1 3 5 4 5 7 5 9 
Siete Warten’ ake 1 4 2 2 3 5 4 8 
Le AEA ind pee 5 2 3 3 3 3 5 3 
10ers 3 2 2 3 3 3 3 3 
LA arr arene nage me ch 2 2 2 ee 4 4 
LD tind nee ae ae 1 1 2 1 5 2 1 
tS yay eal peancan os we ae ie 1 1 1 1 
14N ore accne ees Se oe es oy 2 1 
LO a swe batelsstee “ te ae a8 2 AC 
1G ei aerene newer ae as ca : 1 43 
LW eecaces see eae ae 1 es “as 1 ‘8 
IS ise setts nem aGis ee 5 1 1 oe fe 
otal Gianueenens 45 45 45 45 45 45 45 45 
General average .. 595 607 643 698 732 800 922 795 
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PURCHASING POWER PARITIES 


Quarter 
Ist 
2nd 
3rd 
4th 


Ist 

2nd 
ord 
4th 


1914-1927 


Francs per 


Dollar 
5.29 
5.29 
5.39 
5.71 


6.56 
7.08 
7.36 
8.03 


Quarter 
Ist 
2nd 
3rd 
4th 


Ist 

2nd 
3rd 
4th 


PURCHASING POWER PARITIES 


eeceeeooeesc eee 


ee eros oe se eee 


eee eee oe ee eee 


eee eer er eeeee 


eee eee errr see 


ee ee ee ee sees 


ee Y 


oo reer es er eee 


eee e oe rece eee 


eee eer eoe ee ree 


ee ee seer esses 


eeceese eee eee 


eeoe ee eeceo ose 


eeeoeeeeesrecoee 


eoeeeeee sees 


eoeoeee reece eee 


eoeeeoeee ee ees 


Frances per Dollar 


1919 1920 
9.06 10.83 
9.13 11.67 
8.89 12.30 
8.65 12.44 
8.34 11.55 
8.40 10.52 
8.53 10.67 
8.32 11.25 
8.89 12.06 
9.38 12.33 
9.67 12.20 
9.83 12.59 
1924 1925 
17.01 16.99 
18.55 16.96 
17.24 16.84 
15.77 17.32 
16.18 17.72 
16.64 18.23 
16.95 18.39 
16.47 18.34 
16.92 18.34 
16.95 19.17 
17.04 20.25 
16.75 21.39 


1921 
12.41 
12.21 
12.03 
12.15 
11.76 
11.86 
12.14 
12.08 
12.64 
12.08 
12.21 
12.08 


1926 
21.45 
21.65 
22.02 
22.74 
23.93 
25.64 
29.32 
27.25 
27.66 
26.52 
24.24 
22.53 


527 


Francs per 
Dollar 
8.21 
8.14 
7.85 
7.54 


7.28 
7.43 
7.39 
8.04 


1922 


11.79 
11.25 
11.21 
11.39 
11.10 
11.24 
10.87 
11.07 
11.15 
11.60 
11.70 
12.03 


1927 


22.02 
22.79 
23.31 
23.36 
23.05 
22.84 
22.58 
22.22 
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1OUS Fae 
LOLA ar 
TOTS tne 
191Ge 
19LTs as 
LOTS Fees 
1919 sree 
1920... 
1921... 
1922... 
192552 
1924. 0. 
PAS Aa 
1926... 
192750. 


THE FRENCH FRANC, 1914-1928 


FRENCH FOREIGN COMMERCE 


Value and Weight of Exports and Imports 


Yearly, 1913-1927 
(000 omitted) 


Export 
6,880 
4,869 
3,937 
6,215 
6,013 
4,723 

11,880 


. 26,895 


19,773 


_ 21379 
- 30,433 


41,468 
45,755 


. 59,535 


55,225 


Value 


Import 
8,421 
6,402 

11,086 

20,640 

27,554 

22,306 

35,799 

49,905 

22,068 

23,930 

32,689 

39,928 

44,095 

59,615 

52,853 


Excess 
— 1,541 
— 1,533 
— 7,099 
—14,425 
—21,541 
—17,583 
— 23,919 


+ 2.372 


Export 
220,745 
126,638 
40,911 
37,300 
30,111 
37,182 
55,644 
128,552 
160,350 
226,429 
249,099 
293,871 
303,871 
324,291 
380,510 


Weight 
Import 


442,204 
334,346 
330,493 
400,906 
348,326 
293,517 
384,472 
505,379 
400,621 
514,182 
548,647 
565,914 
474 433 
455,134 
493,589 


Excess 


—221,559 
—107,708 
—289,582 
—363,606 
—318,215 
—256,335 
—328,828 
—376,827 
—240,271 
—287,753 
— 299,548 
—272,043 
—170,562 
—130,843 
—113,079 


Source: Statistique Mensuelle du Commerce Extérieur de la France. 


Janes. 
Feb... 
Mar .. 
Apr... 
May .. 
Jun... 
aes 
IAUIO Se 
Sep ... 
Octw 
Nov .. 
Dec... 


Janeane 
Feb .. 
Mar . 
AND? aor 
May .. 
JUD... 
Juil . 

Aug..: 
Sep... 
Oct... 
Nov .«. 
Dec... 


Imports 
739,357 
773,593 
778,280 
722,915 
685,263 
701,368 
591,313 
240,773 
256,127 
239,523 
266,781 
406,858 


Imports 
549,967 
697,372 
865,021 
925,990 
833,839 

1,044,943 
990,149 
1,064,041 
987,555 
1,031,548 
853,062 
1,283,307 
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FRENCH FOREIGN TRADE 


1914, 1915 
Monthly 
(000 omitted) 
1914 


Value (francs) 


Exports 
403,914 
592,543 
629,803 
587,869 
622,283 
545,786 
481,716 
230,456 
155,291 
183,403 
170,127 
265,643 


Excess 
—335,461 
—181,050 
—148,477 
—185,046 
— 62,980 
—155,582 
—109,597 
— 10,317 
—100,836 
— 56,120 
— 96,654 
—141,215 


1915 


Value (francs) 


Exports 
197,354 
284,569 
343,010 
334,055 
320,790 
327,750 
312,266 
337,974 
335,120 
334,350 
388,989 
421,142 


Excess 
— 262,613 
—412,803 
—522,011 
—591,935 
—518,049 
—717,193 
—677 883 
—726,067 
—652,435 
—697,198 
—464,073 
—861,165 


529 


Weight (metric quintals) 
Imports Exports Excess 


33,895 
40,572 
41,438 
37,500 
37,528 
40,748 
28,397 
11,996 
11,200 
14,690 
15,067 
21,315 


11,651 
16,272 
13,348 
23,014 
19,010 
17,973 
8,348 
4,038 
3,155 
3,099 
2,497 
4,233 


—22,244 
—24'300 
—28,090 
—14,486 
—18,518 
—22775 
—20,049 
— 7,958 
— 8,045 
—11,591 
—12,570 
—17,082 


Weight (metric quintals) 
Imports Exports Excess 


17,276 
20,737 
26,805 
25,996 
25,754 
29,006 
30,662 
31,423 
31,563 
32,492 
28,665 
30,114 


2,376 
3,087 
4026 
4137 
3,328 
4,128 
3,303 
4133 
2,855 
2,831 
3,283 
3,424 


—14,900 
—17,650 
—22779 
—21,859 
—22,426 
—24,878 
—27,359 
—27,290 
—28,708 
—29,661 
—25,382 
—26,690 


Source: U. 8. Senate, Foreign Currency and Exchange Investigation, 
vol. i, p. 483. 
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FRENCH FOREIGN TRADE 


Monthly 
(000 omitted) 
1916 


Value (francs) 
Imports Exports Excess 


.. 1,180,417 324,614 — 855,803 
. 1,351,526 471916 — 879,610 


1,382,322 485,716 — 896,606 


. 1,571,139 521,092 —1,050,047 


1,694,452 460,418 1,234,034 


. 1,525,574 555,575 — 969,999 


1,898,045 464,112 —1,433,933 


.. 2,117,932 420,690 —1,697,242 
. 1,803,971 466,587 —1,337,384 
. 1,844,503 608,205 1,236,298 


2,054,851 895,829 —1,159,022 
2,215,687 539,840 —1,675,847 
1917 


Value (francs) 
Imports Exports Excess 


. 2,179,304 372,999 —1,806,305 


2,644,904 446377 —2,198.527 


. 3,035,549 575,241 —2.460,308 


1,764,479 484615 —1,279,864 
2,069,645 531,021 —1,538 624 
2,482,513 573,336 —1,909,177 
2,796,251 656,960 —2,139,291 


.. 2,949,682 676,653 —2.273.029 
.. 1,829,308 429,302 +—1,400,006 
. 2,146,980 420,309 —1,726,671 


1,868,459 398,687 —1,469,772 


. 1,786,981 447,288 —1,339,693 


Weight (metric quintals) 

Imports Exports Excess 
26,178 2,660 —23,518 
28,236 3,133 —25,103 
28,500 3,827 —25,173 
31,801 3,448 —28,353 
35,0382 3,403 —31,629 
34,907 3,495 —31,412 
36,696 3,044 —33,652 
38,862 2,845 —36,017 
38,069 2,672 —85,397 
87,645 2,946 —34,699 
30,787 3,370 —27,417 
34,193 2,957 —31,236 


Weight (metric quintals) 

Imports Exports Excess 
26,454 2,040 —24,414 
29,405 2,373 —27,032 
31,730 2,621 —29,109 
25,625 2,746 —22,879 
30,494 2,890 —27,604 
32,057 2,701 —29,356 
35,060 2,661 —32,399 
33,776 2,709 —31,068 
27,169 2,752 —24,417 
25,350 2,978 —22,372 
25,806 1,727 —24,079 
25,400 1,918 —23,487 


Source: U. S. Senate, Foreign Currency and Exchange Investigation, 
vol. i, p. 483. 
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FRENCH FOREIGN TRADE 


Monthly 
(000 omitted) 
1918 


Value (francs) 
Imports Exports Excess 
1,591,325 378,244 —1,213,081 


. 1,785,135 401,546 —1,383,589 


1,996,912 458,259 1,538,653 
1,839,064 348582 —1,490,482 
1,729,254 468,429 —1,260,825 
1,864,614 424,041 —1,440,573 


. 1,964,475 408.797 —1,555,678 


1,852,164 449860 —1,402,304 


. 1,615,545 376,185 —1,239,360 


1,685,375 343,245 —1,342,130 
1,580,370 338,413 —1,241,957 
2,802,144 327,135 —2,475,000 


1919 


Value (francs) 
Imports Exports Excess 


1,739,985 490,465 —1,249,520 
2,472,686 508657 —1,964,029 


.. 3,195,639 666,456 —2,529,183 
.. 3,015,630 599,391 —2,416,239 
.. 2,560,573 711,517 —1,849,056 
. 3,128,978 790,711 —2338267 
. 2,899,449 1,009,205 —1,890,244 


2,730,406 966,816 —1,763,590 
2824074 960,999 —1,863,075 
2,830,350 1,028933 —1,801,417 
2,811,659 928850 —1,882,809 


. 5,589,838 3,217,600 —2,372,238 


Weight (metric quintals) 

Imports Exports Excess 
19,522 2,338 —17,184 
22,416 3,402 —19,014 
21,972 3,168 —18,804 
25,555 3,753 —21,802 
25,656 3,601 —22,055 
23,666 3,505 —20,161 
29,705 4,984 —24,721 
27,148 3,012 —24,136 
23,660 3,852 —19,808 
18,775 2,563 —16,212 
21,295 1,584 —19,761 
34,147 1,460 —32,687 


Weight (metric quintals) 

Imports Exports Excess 
17,534 1,667 —15,867 
22,768 1,299 —21,469 
26,601 2,073 —24,528 
24,243 2,049 —22,194 
24,3827 2,705 —21,622 
31,626 2,114 —29,512 
31,459 3,813 —28,146 
29,785 2,802 —26,983 
30,110 2,661 —27,449 
30,307 3,608 —26,699 
22,278 2,776 —19,502 
93,4384 28,577 —64,857 


Source: U. 8. Senate, Foreign Currency and Exchange Investigation, 


vol. i, p. 


484. 
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Imports 
Jan ... 3,577,085 
Feb ... 4,454,448 
Mar .. 5,225,921 
Apr... 4,865,959 
May .. 4,005,824 
Jun ... 4,417,561 
Jul ... 4,102,825 
Aug ... 3,958,570 
Sep ... 3,697,498 
Oct ... 3,593,510 
Nov .. 3,677,284 
Dec ... 4,328,412 

Imports 
Jan ... 2,374,333 
Feb ... 1,708,457 
Mar .. 1,813,182 
ADEs: Liles 
May .. 1,501,551 
Jun ... 1,566,223 
Jul”... 1,384,258 
Aug... 1,594,127 
Sep ... 1,951,841 
Oct ... 2,103,888 
Nov .. 1,761,358 
Dec... 2,577,424 


Source: U. S. Senate, Forei 


vol. i, p. 484. 


FRENCH FOREIGN TRADE 


Monthly 


(000 omitted) 


1920 


Value (francs) 


Exports 
1,245,400 
2,150,784 
2,100,860 
2,110,093 
1,842,674 
2,805,512 
2,097,415 
2,881,016 
2,413,141 
3,016,917 
1,962,130 
2,268,096 


Excess 
—2,331,685 
—2,303 ,664 
—3,125,061 
—2,755,066 
—2,163,150 
—1,612,049 
—2,005,410 
—1,077,554 
—1,284,357 
— 576,593 
—1,715,154 
—2,060,316 


1921 


Value (francs) 


Exports 
1,781,552 
1,646,703 
1,595,295 
1,814,977 
1,546,349 
1,645,485 
1,514,008 
1,624,476 
1,647,221 
1,607,958 
1,640,618 
1,707,870 


Excess 


—592,781 
— 61,754 
—217,887 
+ 83:706 
+ 44798 
+ 79,262 
129,755 
+ 30,349 
—304,620 
—495,930 
—120,740 
—869,554 
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Weight (metric quintals) 


Imports Exports 


26,622 
34,387 
42,084 
39,003 
39,102 
43,908 
50,276 
42,240 
42,825 
44,726 
44.617 
55,589 


4,492 
10,259 

8,989 
10,364 

7,578 
13,553 
10,567 
12,786 
10,929 
12,771 
14,587 
11,677 


Excess 
— 22,130 
— 24,128 
—33,095 
— 28,639 
—31,524 
—30,355 
—839,709 
—29,454 
—31,896 
—31,955 
—80,030 
—43,912 


Weight (metric quintals) 
Imports Exports Excess 


40,791 
28,492 
29,861 
28,611 
24,675 
22,574 
24,520 
30,366 
42.121 
37,667 
4,214 
48,729 


12,065 
15,868 
11,891 
12,483 
12,455 
14,402 
13,492 
11,962 
12,965 
13,383 
15,562 
13,822 


—28,726 
—12,624 
—17,970 
—16,128 
—12,220 
— 8172 
—11,028 
—18,404 
—29,156 
—24 284 
—26,652 
—34,907 


gn Currency and Exchange Investigation, 
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FRENCH FOREIGN TRADE 


Monthly 
(000 omitted) 
1922 


Value (francs) 
Imports Exports Excess 
Jan ... 1,459,526 1,535,587 + 76,061 
Feb ... 1,833,409 1,739,454 — 93,955 
Mar .. 1,940,844 1,763,180 —177,664 
Apr ... 1,751,338 1,897,481 +146,148 
May .. 1,798,421 1,778,264 — 20,157 
Jun... 1,851,983 1,551,130 —800,853 
Jul ... 1,996,607 1,582,357 —464,250 
Aug... 1,973,982 1,806,432 | —167,550 
Sep ... 1,881,123 1,858,758 — 22,365 
Oct ... 2,081,481 2,071,825 — 9,656 
Nov .. 2,348,843 1,683,405 —665,438 
Dec ... 3,012,771 2,319,054 —693,717 


1923 


Value (francs) 
Imports Exports Excess 
Jan ... 2,135,999 1,802,590 —333,409 
Feb ... 2,340,428 2,878,128 -+ 37,709 
Mar .. 2,479,000 2,380,480 — 98,570 
Apr ... 2,549,583 2,441,522 —108,061 
May .. 2,524,206 2,663,896 -+139,690 
Jun ... 2,630,268 2,482,297  —147,911 
Jul ... 2,632,268 2,412,361 —219,907 
Aug ... 2,625,243 2,486,351 —138,892 
Sep ... 2,604,026 2,483,855 —120,171 
Oct ... 3,060,415 2,808,235 —252,180 
Nov .. 3,160,504 2,941,386 —219,118 
Dec ... 3,826,834 3,113,874 —712,960 


Weight (metric quintals) 

Imports Exports Excess 
33,810 15,543 —18,267 
41,047 15,186 —25,861 
44,544 15,934 —28,610 
37,971 17,726 —20,245 
43,868 15,482 —28,386 
43,128 18,003 —25,125 
42,203 17,3872 —24,831 
44.708 17,968 —26,740 
41,517 24,151 —17,366 
45,354 24,743 —20,611 
45,761 20,245 —25,516 
50,271 19,046 —381,225 


Weight (metric quintals) 

Imports Exports Excess 
41,077 18,9438 —22,134 
38,600 24,903 —13,697 
41,019 18,226 —22,793 
41,324 15,108 —26,216 
45,102 18,761 —26,341 
48,994 17,836 —31,158 
49,246 19,171 —30,075 
48,152 21,741 —26,411 
50,473 21,457 —29,016 
43,834 21,701 —22,133 
49,451 23,089 —26,362 
51,650 26,629 —25,021 


Source: U.S. Senate, Foreign Currency and Exchange Investigation, 


vol. i, p. 484. 


Excess 
—21,589 
—20,698 
—23 377 
— 24,248 
—23,141 
—21,142 
—30,926 
—19,584 
—20,235 
—19,774 
—14,108 
—22,190 


Excess 
—11,891 
—11,294 
—12,393 
—13,608 
—13,901 
—11,526 
—12,674 
—15,158 
—19,833 
—21,908 
—14,219 
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(000,000 omitted) 
1924 
Value (francs) Weight (metric quintals) 
Imports Exports Excess Imports Exports 
JAH Eee eter 2,888 2,700 —188 39,268 17,679 
Bebw eo. aae 3,714 3,918 -+204 43,952 23,254 
Marsh once ot 3,623 4355 +732 48,219 24,842 
ADT a ee 3,292 4,027 +735 49,244 24,996 
May aaevess eae 3,183 3369 +186 54,849 21,708 
JlUeeecner 3,179 2,922 —257 45,818 24,676 
Jule acer. 3,100 3,014 — 86 54,097 23,171 
AUR Se. core 3,072 2,967 —105 44,568 24,984 
SED Siar pec 3,157 3,184 + 27 47,323 27,088 
OCUN Es. eee 3,898 3,532 +144 46,601 26,827 
Noy once 3,415 3,433 + 18 43,597 29,489 
Deere ara 4,118 4042 — 76 47,314 25,124 
1925 
Value (francs) Weight (metric quintals) 
Imports Exports Excess Imports Exports 

JATENR Oona: 3,173 3,563 +890 35,215 23,324 
Hep se.. beens 3,346 3,595 +249 39,723 28,429 
Warren. nae 3,307 3,762 +455 39,471 27,078 
ADI rec. eos 3,051 3,558 +507 36,577 22,969 
May ce tenn ae 2,969 3640 +671 38,195 24,294 
TOM peu eet 2,991 3507 +516 37,304 25,778 
JUPAS ene 3,034 3,484 +450 37,092 24,418 
DLT oe REV a 3,297 3,258 — 35 38,088 22,930 
Sep eerie 4,317 3,850 —467 46,506 26,673 
Octet ee 4476 43875 —101 46,434 24,526 
NOV ON. corres 4,574 4193 —881 39,584 25,365 
Deez. ae 5,446 4629 —817 40,067 26,476 
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(000,000 omitted) 
1926 


Value (francs) 
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Weight (metric quintals) 


Excess 

—13,581 
—13,872 
—10,276 
—15,897 
— 9,820 
—11,490 
— 7,390 
—10,231 
—10,198 
— 7,994 
— 7,724 
—12,301 


Excess 
—12,728 
—15,111 
—14,118 
—14,976 
—12,242 
— 7,469 
— 3,527 
—11,539 
— 2,808 
— 7,171 
— 5,936 


Imports Exports Excess Imports Exports 
MAN) (2 not. 4,483 3,868 —615 36,294 22,713 
ECD ere: 0 2% 5,245 4,409  —836 41,453 27,518 
UAT Melon een: 5,095 4,960 —135 39,461 29,185 
13\, 8, di re 5,020 4,353 —667 41,829 25,932 
BYE AV S62 5 dees oc 4390 4461 + 71 36,070 26,250 
ELON viscose 8 5,181 4,672 —509 388,940 27,450 
Ne ete ss 5,016 5,244 +1228 36,080 28,690 
OSE a as 5,285 5,543 +3808 38,830 28,599 
DAI ise cs © 4625 5197 +572 36,488 26,290 
Cte sites ont 5,106 6,103 +997 34,884 26,890 
DN OM ct sséuk es « 4994 5329 +1335 34,417 26,698 
ARG re Ca sisye 20 5,123 5,395 +272 40,389 28,088 
1927 
Value (francs) Weight (metric quintals) 
Imports Exports Excess Imports Exports 
“Eee 4079 4,708 +619 40,642 27,914 
Pia evi. 's sais 4780 4,597 —183 47,804 32,093 
iY BE) Cann ana 4414 4694 +1280 43,633 29,515 
BOT bets ickd, eve 4,298 4255 — 43 43,329 28353 
| SIC) Paes eae 4989 4281 —708 46,096 33,854 
ALI We Estee sce 4558 4417 —141 39,056 31,587 
DMM tess sts: 4068 4499 +431 36,544 33,017 
BLS ncaa 6 3,771 4,287 +516 42,152 30,613 
WED rere cos 3,572 4545 +973 36,204 33,396 
Deter tice css 4476 5,050 +574 40,947 33,776 
INEM Bote wccle « 4,632 4,871 +239 38,096 32,160 
[DYES Aeen rene 5,216 5,020 —106 39,083 34,232 


— 4851 
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ESTIMATES OF DEVASTATION 
and Reconstruction Completed to 1924 


Devastated 
Number 
Population and 
Dwellings 
HOUSES esysiees erates erate 741,933 


Temporary dwellings.. 190,312 
Population (Aug Ist, 

1914, 4,650 thou- 

SANUS) terse ate fc sere 2,075,067 


Agricultural Situation 


Land, releveled (acres) 8,170,630 
Arable land (acres) .. 4,752,997 


Cattle: ucereite cee 834,933 
Horses, donkeys, mules 375,393 
Sheep and goats...... 890,794 
Hogs cee one 331,656 
Industrial Situation 


Factories and plants.. 22,900 
Coal mines and col- 
lieries. sake. see ats 200 


Public Utilities 
Highways and roads 


(miles) oa ere 36,472 
Bridges and tunnels.. 6,125 
Trunk lines, rail 

(miles) eas: 1,493 


Local railways (miles) 1,496 
Local railways, tunnels, 
bridges and viaducts 998 


1924—80 per cent completed. 


Completed 


Per 
Number Cent 


605,989 
182,844 


4,263,677 


7,268,600 
4,420,892 
529,940 
299,697 
429 003 
183,720 


20,872 
145 


36,321 
4,800 


1,493 
1,367 


888 


81.67 
96.07 


90.69 


88.96 
93.00 
63.47 
79.83 
47.11 
55.39 


91.14 
72.50 


72.16 
78.36 


100.00 
91.37 


88.97 


To Be Completed 
Per 

Number Cent 
133,944 18.33 
7,468 3.93 
436,506 9.31 
902,030 11.04 
332,905 7.00 
304,993 36.53 
75,696 20.17 
461,971 52.79 
147,986 44.61 
2,028 8.86 
55. 27.50 
10,151 27.84 
1325 21.64 
"129-883 
110 =: 11.08 


_Source: U.S. Consul General, Paris, Reports; compare E. Michel, La 
situation financiére et Vachévement de la reconstitution, au 31 décembre, 


1925 (Paris, 1925). 
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102; obstacles to balancing im- 
ports and exports, 122; problems 
of, 346, 347; relation of prices 
and, 283- 85; situation (1917), 101, 
102; Table, “French Foreign 
Commerce (1926-27), ” 298; war 
dislocation, 106; war finance, 95. 

Commerce Year Book, 1926, 73. 

Commercial Needs (See also De- 
mand, Inflation, War Expendi- 
tures), 386. 

Commodities (See 
Prices), 59. 

Commodity Trade (See also Bal- 
ance of Trade, Commerce, De- 
mand, Exports, Imports, Specula- 
tion, Value), 28, 29, 30; affected 
by exchange speculation, 44; col- 
lapse of clothing industry, 143; 
effect of speculative forces 
stronger than commercial on, 27; 
estimates of (1913-26), Table, 28, 
29; percentage of products ex- 
ported, Table, 73; reflects new 
levels for exchange and security 
values, 26; seasonal changes, 339; 
short-run in relation to, 36, 37; 


Prices also 
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shortage of commodities, 142; 
situation (1917), 101, 102; "unfav- 
orable balance, 101. 

Confidence (See ‘also Camtal Move- 
ments, Commerce, Crises, Debt, 
Depreciation, Divers, Foreign 
Exchange Rates, Inflation, Mone- 
tary Policy, Penumbra Theory, 
Poincaré, Politics, Psychological 
Factors, Public Opinion, Specula- 
tion, Stability, Velocity of Circu- 
lation), Austrian crown, 37, 38; 
definition of, 39, 40; determining 
factor, 37; did not return (1926), 
198; economic control possible 
only when reinforced by, 340; 
effect of government determina- 
tion and codrdinated financial 
effort on, 35; effect of internal 
debt on (1925), 183; effect of in- 
ternational situation on, 4, 7; 
factor in stability of franc, 103, 
104; growing distrust, 15; his- 
torical review of, 45; importance 
Oly esd.) ce86;5 influence on indi- 
vidual ’ purchases of foreign ex- 
change, 257; misunderstanding of 
Germany’s ‘ability to pay, 138; 
Poincaré (1926), 36, 48; public 
opinion reflected by, ‘273; "Russian 
currency, 38; short-time determi- 
nant of monetary value, 40, 41; 
significance of, 329, 330; velocity 
of money affected by, 18. 

Consolidation (See also Debt—In- 
ternal), plan for, 413. 

Consolidation Loans (See also Debt 
—Internal, Loans, Painlevé, Poin- 
caré, Public Finance, Treasury 
Bonds), 355, 370. 

Consumption (See also Demand, 
Production), easy money and war 
materials, 216. 

Convention of 1920 (See also Bank 
of France, Deflation, Frangois- 
Marsal), 170; attempt at defla- 
tion, 220 ; impossible to apply in 
1922, 162. 

Convertibility (See Bank of France, 
Inconvertibility). 

Control (See also Bank of France, 
Banks, Budget, Debt, Deprecia- 
tion, Economic Needs, Fluctua- 
tion of the France, Foreign In- 
vestments, Legislation, Note 
Circulation, Pegging, Price Con- 
trol, Public Opinion), capital, 344; 
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commercial credit, 69, 213, 214, 
368; exchange, difficulty of, 340- 
43; general conditions, 341; im- 
portance to social welfare, 340; 
limiting factors of, 344; means of, 
343; mechanical elements of, 367; 
points of failure of, 334; political 
and financial, 342; possible only 
when ‘reinforced by confidence, 
340; speculation, 332. 

Cost of Living (See also Prices), 
99, 268, 285, 519. 

Cours forcé (See also Inconvertibil- 
ity, Inflation), 203, 207, 222, 223. 

Credit (See also Balance of 
Trade, Bank Clearings, Bank of 
France, Banking, Budget, Capital, 
Commerce, Confidence, Deposits, 
Discount, Loans, Money, Note 
Circulation), contraction of, 213; 
control by Bank of France, 69, 
213, 214, 368; difficulties reflected 
in discount and exchange rates, 
384; increase of use of, 50, 110; 
mechanism in France, 5A; restric- 
tion (1920), 144; sale by "Bank of 
France for commercial needs, 102; 
Table, “Credit and the Note 
Circulation,” 350. 

Crédit national (See also Loans, 
Reconstruction), 131; loan (1924), 
185. 


Credits, Foreign (See also Balance 
of Payments, Divers, Foreign Ex- 
change Rates, Investments, Loans, 
Pegging), basis of note issues 
(August, 1926), 196, 256, 257; 
British treasury aid withdrawn, 
14; disappointment in United 
States as source of, 10; effect of 
United States presidential mes- 
sage (December, 1919), 10; pri- 
vate loans, 14; purchase by the 
state, 257. 

Credits, Private Commercial (See 
also Balance of Trade, Demand, 
Divers, Interest, Speculation), 2, 
102, 328; demand never purely 
quantitative, 35; effect of mili- 
tary situation (1917), 103; specu- 
lative uses of, 328; volume, 103. 

Credits, Provisional (See also 
Budget), 384. 

Credits, Short Term (See also Bal- 
ance of Payments, Quantity 
Theory of Money), as balancing 
item, 34, 206; change from normal 
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use of, 327; consolidation, 94; dis- 
advantages of, 15; gold premium 
increased by, 34; money rates in- 
creased by, 34. 

Crises, Financial (See also August 
5, 1914, Budget, Capital Move- 
ments, Confidence, Credit, Debt, — 
Japan, Moratoria, Poincaré, Taz- 
ation), analysis of, 325; decisive 
factor, 36; effect of economic con- 


ditions in Japan, 143; factors 
leading to, 7; significant panics, 
33a) 3725 (1914), 82, 122; (1919), 


112, 117: (1920), 143; (1922), 45; 
(1924) (“battle of the france”), 
169, 414; (1925), 181-85, 191, 382; 
(1926), 35, 36, 76, 77, 193-98, 325, 
414 

Crises, Political (See also Briand, 
@ aillauc, Herriot, Loucheur, 
Painlevé, Poincaré, Politics, So- 
cialists), Briand (1926), 191, 193, 
385K changes (1924), 181; Decem- 
ber (1925), 356, 362, 363; external 
and internal (1922-27), 198; Pain- 
he 355; threat of revolt (1917), 
6. 

Cunliffe Committee, 143. 

Currencies (See Foreign Exchange 
Rates, Gold Currency, Money, 
Specie). 

Currency -(See also Crises, Defla- 
tion, Depreciation, France, For- 
eign Exchange, Rates, Franc, Ger- 
many, Gold Value, Great Britain, 


Inflation, Means of Payment, 
Money, Pegging, Premium on 
Franc, “Quantity of Money and 


Prices,’ Quantity Theory, Recov- 
ery, Specie, Stabilization, Velocity 
of Curculation), 19, 47; adverse 
factors, 4; case of England and 
Germany, 1; distrust of French, 15; 
problem of recovery, 1, 2; short- 
age of, 82; speculative drives 
against, 15. 

Cyclical Period, 125-30; 
istics of (1919-22), 150. 

Cyclical Price Movement (See also 
Business Cycles, Prices), 146, 278- 
82. 


character- 


Czechoslovakia, stabilization of 
currency, 409, 411. 

Damages See also Government 
Expenditures, Invasion,  Re- 


construction, Reparations), budg- 
et charge of more than one hun- 
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dred billion francs, 4; personal 
damage and pensions, 5. 

Dausset, Louis (See also Budget 
Deficit), 385. 

Dawes Report (See alse Reparation 
Problem), 154, 155, 227; accept- 
ance by France, 176; annuities, 
403; aspects of reparation prob- 
lem, 170; budget, relation to, 180; 
Cartel, 179; Commission, 227; 
consolidation of German loans, 
441; controversy, 167; transfer 
committee, work of, 411. 

De Beers, 363. 

De Bernonville, L. Dugé, 306 

Debt Agreement (See also United 
States), 426. 

Debt, External (See also Eaperts’ 
Report, Foreign Loans, Great 
Britain, Revenue, Taxation, 
United States), attitude of United 
States, 4; cause of depreciation, 
2; charge, 394; failure of United 
States negotiations, 353; handi- 
caps to France, 55; stabilization 
in relation to, 414: taxation in 
relation to, 55; private, 2, 103; 

‘ public, 2. 

Hebt, French Public (See also Ad- 
vances, Bons de la défense, Budget, 
Confidence, Consolidation, Crises, 


Depreciation, Great Britain, 
Loans, Public Finance, Recon- 
struction, Reparations, Specula- 


tron, Treasury Bonds, War Cost), 
British reparations policy in re- 
lation to, 6; depreciation of franc, 
in relation to, 8; Franco-Prussian 
War, 64; German payments in 
relation to, 5, 6; pre-war, amount 
of, 64, 65; proportion of budget 
expenditure (1913), 64; service 
charge (1925), 184; shifting from 
one form to another, 382; Table, 
1913-26, 244; United States policy 
of withdrawal, effect on, 7; war 
losses, 150. 

Debt, Internal (See also Advances, 
Amortization, Bank of France, 
Bons de la défense, Budget, Con- 


fidence, Consolidation, Deflation, 
Germany, Inflation, Maturities, 
Politics, Reparation ee. 


er United Stdtes), 64, 
65, 66, 70, 71, 84, 498; ad- 
vances ae Bank ‘of France, 234, 
239; amount of, 97; analysis of, 
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243; changes in, Table, 383, ah 
depreciation in relation’ to, 2; 
appointment in further United 
States loans, 10; disappointment 
in reparation payments, 10; drain 
on future revenues, 4; effect on 
speculation, 7, 9; factor in crisis 
(1926), 1938; government loans, 
234; growth of, 110; increase in, 
10, 15, 51, 344, 383, 384; influence 
on speculation, 44; maturities, 
184; net increase, 383; percentage 
of total public debt, 109; prob- 
lems of, 344; post-war situation in 
relation to, 10; reconstruction, 6, 
7; reparation policy, 6, 7; re- 
payments on short-term credits, 
15; repayments to Bank of 
France, 234, 289; situation of 
Great Britain in relation to 
French, 4; stabilization, 413; 
Table, “Internal Debt,” 1924-25, 
383; threat of repudiation, 9, 172; 
war loans, 84, 94. 

Debt, Long Term (See also Con- 
solidation Loans), 188, 242; in- 
crease in (1925), 383. 

Debt (Floating) Short Term (See 
also Bons de la défense, Caisse 
de gestion, Credit, Crises, De- 
preciation, Experts’ Report, Poin- 
caré), 44, 189, 248, 244; carsse de 
gestion des bons de la défense, 
258; danger to the franc from, 
243, 244, 271; effect of reduction 
of, 3887; Table, ‘Decrease in 
Short Term Debt (1925),” 383. 

De Bordes, J. Van Walré, 37, 409. 

Décamps, Jules, 84, 96, 102, 127, 129, 
140, 218, 326. 

De Facto Stabthzation (See also 
Stabilization), 410, 424. 

Default, Danger of (See Repudia- 
tion, Treasury.) 

Defense Bills, National (See Bons 
de la défense, Debt, Legislation.) 

Defense, National, Cost of (See also 
War Cost), 109. 

Deficit (See Budget, Treasury.) 

Deflation, Financial (See also Ad- 
vances, Bank of France, Conven- 
tion of 1920, Experts’ Report, 
Franc Inflation, — Legislation, 
Note Curculation, Pegging, Re- 
payment, Rist, after 1920 
(France), 234, 239 ; attempts at, 
220, 230-35, 447; divergence be- 
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tween financial. and monetary, 
239; financial, 232-85; hope in, 
149, 150; ineffectual, 190, 2381; 
legislation fails to bring, 230; mis- 
conceptions in relation to, 230; 
monetary, 234, 239; repayments 
by the state, effect on, 234, 239; 
sentiment for, 143; value of franc 
in relation to, 423. 

Demand (See also Credit, Currency, 
Means of Payment, Premium on 
Franc, Prices), for goods, cessa- 
tion of government pressure, 279; 
for short-time loans, 34; govern- 
ment, 272, 273; increased by rising 
prices (1922), 44; more important 
than means of payment, 141; 
never purely quantitative, 35; no 
longer increased with prices 


(1926), 48; post-war, 300; war- | 


time changes in, 105, 106 

Demands of France from Germany 
(See also Reparations), 132. 

De Monzie, Minister of Finance 
(See also Politics), 182, 194. 

Deposits (See also Banks, Bank 
Clearings, Bills Discounted, 
Credit), 67, 70, 84, 108, 147, 200, 
227, 242, 370, 438, 492-94. 


Payments, Bank of France, 


Budget, Confidence, Crises of | 


1914, 1919, 1922, 1924, 1925, 1926, 


Currency, Debts, Flaght of Cap- | 


ital, Foreign Haxchange Rates, 
France, Inflation, Poincaré, Poli- 
tics, Prices, Purchasing Power, 
Parities, Quantity Theory, Specu- 
lation), balance of trade in rela- 
tion to, 27, 28, 29, 30, 31; bons 
de la défense, 35; capital move- 
ments, 32). 33, 35-0) icauses, al, 


2, 7, 12, 19, 26; change in rela- 


tionships, 82; collapse, July 15-20, 
1926, 194; compared to English 
pound and German mark, 348; con- 
fidence and speculation, 15, 37, 38, 
39, 40, 41, 42-48; cyclical period, 
150; disappointments, 9, 10; 
effects of, 43, 301-13; emergency 
measures, 35, 84, 85, 86; exchange 
rates and politics, 363; external 
as compared with internal, 78, 
265-68, 324, 334; factors influenc- 
ing, 9, 265-68; fight against, 43, 
99, 241; financial prestige, 1; four 
phases of problem, 334; growth of 


foreign ecules 36, 43; instability, 
40, 41; profits arising from, 324; 
public. sentiment of government 
policy, 19; rapid depreciation did 
away with traditional limits, 40; 
reconstruction, 8; redistribution 
of real values, 151; reparation, 8; 
short-time credits, 34; taxation 
and discount rate, 43; technical 
condition, 15; three stages, 79, 80, 
81, 82, 105; velocity relation to, 
19; wartime, 205. 


_ Depression (See also Business 


Cycles, Prices, Production, Stabil- 
ization), 147, 429-3 37, 447. 


_ Dessirier, ’50, 281. 
Dessirier Index of Production (See 


also Production), 147, 482. 

Devaluation of Frane (See Cur- 
rency, Franc, Recovery, Stabthza- 
tion.) 


Devastation (See Damages, Inva- 


sion, Reconstruction, War Cost). 


Differentials (See also Deprecia- 


tion—External as Compared with 
Internal, Franc, Prices), price, 
302, 306; two values of money, 
324. 


| Difficulty of Control (See also Con- 
Depreciation (See also Balance of | 


trol), 340-44. 

Discount Rate (See also Bank of 
England, Bank of France, Bank- 
ing, Cassel, Control, Credit, Ex- 
perts’ Report, Hawtrey, Interest, 
Prices, Speculation), 71, 110, 211; 
beginning of war, increase of, 210; 
disorganization, 217; domestic 
prices, effect of, 216; effectiveness 
of, 208-18; expedient for internal 
control of frane, 341; fluctuations 
of, 222; government need of 
money, influence on, 222; in- 
creased by government, 146, 173; 
lower than yield on loans, 212; 
post-war, 218-22; pre-war and 
post-war, 213; problems of, 423; 
psychological influence of, 145, 
209, 221; Table, “Discount Rates 
of the Bank of France,” 212. 


Discounts (See Bills Discounted). 


Dispersion of Price Relatives (See 
also Price Relatives), 302-9. 


Dissymmetry of Price Relatives 


(See also Price Relatives), 308. 


» Dissymmetry of the Values of the 


France (See also Depreciation), 
423. 
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Distribution of Wealth (See also 


Depreciation, Quantity Theory, 
Securities, Taxation), drift of 
money from one group to an- 
other, 48-51, 317; relation to ex- 
change problem, 33, 151, 317 3 So- 
cial and economie and _ political 
changes, 317. 

Divers (See also Balance of Pay- 
ments, Bank of France, Capital 
Movements, Miscellaneous  As- 
sets), 33, 34, 36, 97, 227, 254, 262, 
414; chart, 260; gold deposits of 
French investors in Amsterdam, 
22ie 

Documents Parlementaires, 5, 117, 
119, 131, 132, 134, 136, 137, 165, 
174, 185, 357. 

Dollar Rate (See also Foreign Ex- 


change Rates, Franc), 120, 158;. 


dominating influence (1922-23), 
285; fall (January, 1927), 362; on 
Paris bourse (1922), Table, 158; 
on Paris Bourse (December, 
1925), Table, 357, 

Domaine (See also Budget, Public 
Finance, Revenue), 58, 403. 

Domestic Affairs (See also History, 
Politics), causes of post-war 
events, 2. 

Domestic Prices (See Prices). 
Double décime (See also Crisis— 
1924, Taxation), 174, 372, 378. 
Doumer, 182, 193; appointment well 
received by press and exchange 
market, 360; temporary political 

truce, 360. 
Duchemin, Olivier, 402. 
Dulles, J. F., Poland, 411. 
Dunbar, Charles, 68. 


Economic Conditions (See also 
Budget, Commerce, Credit, Defla- 
tion, Foreign Exchange Rates, 
Inflation, Loans, Monetary Dis- 
turbances, Note Circulation, Poli- 
tics, Prices, Production, Recovery, 
Stability, Taxation), 129; analysis 
of, 365; changes enforced by war, 
204; depreciation in relation to, 
1; discount rate, 207; factors im- 
portant in, 105, 106, 368, 374; 
foreign exchange in relation to, 
347; government domination of, 
205; laws affecting, 207; politics, 
effect on, 192; pre-war normal 
and post-war changes, 333; prices, 
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relation to, 270; recovery (1922), 
158; (1926), 444; system, 311, 
333. 


Economic Journal, 34, 90. 

Economic Needs of France, 344. 

Economic Payments (See also War 
of 1870), 54. 

Economic Regulations (See also 
Legislation), August, 1914, 86. 
Economist, The, 70, 71, 86, 94, 118, 

120, 122, 446. 

Economy (See Budget), 402, 429. 

Efficiency, 404. 

Hight-Hour Day, 140. 

Elasticity (See Banking, Exports). 

Elasticity of Demand (See De- 
mand). 

Ely, Richard T., 270. 

England (See Great Britain). 

Equilibrium (See also Balance of 
Trade), factors preventing equi- 
librium in 1919, 25; limitations to 
purchasing - power - parities doc- 
trine, 26; no force tending to, 123. 

Excess of Imports, Table XIX, 
French Foreign Trade, 283. 

Exchange (See Foreign Exchange 
Rates). 

Exchange Premium (See also For- 
eign Exchange Rates, Stability, 
Commerce and Prices), disap- 
pearance of, 297; loss offset by 
advantage of stability, 436. 

Exchange Reserve (See Capital 
Movements, Divers, Experts’ Re- 
port). 

Expansion (See Commerce, Securi- 
tres). 

Expenditures (See also Allocations, 
Budget, Damages, Government, 
Pensions, Reconstruction), 384. 

Experts’ Report, 197, 229, 344, 388, 
397, 412, 416, 425, 426, 427, 428; 
attitude to debt accord, 440; dis- 
cussion of, 425-29. 

Export Prices (See Prices.) 

Exports (See also Commerce, Prices, 
Stability, Commerce and Prices), 
changes in, 435; disturbed, 79; 
excess of exports over imports, 
29; inelasticity of export trade, 
26; international adjustments to 
facilitate, 485; percentage of 
products exported, 73; Table 
XXIII, “French Foreign Com- 
merce (1926-27),” 298. 

External Loans (See Debt). 
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Extravagance (See also Reeonstruc- 
tion), 57; due to politics, 9. 


Fall of the France (See also Crises, 
Depreciation, Franc), 126, 129, 
DO MLO Te LOW 

Famine (See also Germany), 117. 

Farmers, Undertaxed, 401. 

Federal Reserve Board (See also 
United States), 143; increase in 
rates, 144. 

Federal Reresrve Notes, 440. 

Fiat Money (See also Inconvertibil- 
ity), 87. 

Finance Commission (See also 
Chamber of Deputies, Politics), 
356, 416; rejects Loucheur budget 
proposal, 359. 

Finance Ministry (See also Keynes, 
Politics, Public Finance), changes 
(1925), 182; expenditures of, 392; 
rapid changes, 352; supervision of 
foreign exchange, 43. 

Financial Difficulties (1925) (See 
Crises), 183. 

Financial Policy (See also Com- 
merce, Debt, Foreign Loans, In- 
come, "Public Finance, Reconstruc- 
tion, Reparations, Taxation), co- 
ordination, lack of, 220; ‘diffi- 
culties, 183; dilatory, 442; " discus- 
sions of (1919), 116; effect on in- 
ternal debt, 15; mistaken empha- 
sis in, 14, 15; more reasonable, 
176; political difficulties, 13; re- 
lation to reparations, 155; suc- 
cessful, 368. 

Financial Prestige and Power, 
changes due to depreciation, 1; 
loss in, 445. 

Financial Regulations (See Legis- 
lation). 

Financial System of France (See 
also Bank of France, Banking, 
Budget, Caillaux, Clearing House, 
Credit, Foreign Securities, Taxa- 
tion), analysis of, 54, 55; at- 
tempted reform (1907), 60; cen- 
tralization in Bank of France, 
54; control of exchange, 333; 
foreign securities, 55, 71; good 
aspects of, 75; government loan, 
amortissable (1914), 69, 70; re- 
lation to budget, 374; small 
banks, 69; use of checks not com- 
mon, 64, 67, 69; use of gold and 
silver currency, 67. 


Fluctuation 
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Fisher, Irving, 267. 
Fisk, Harvey E., 62, 67, 85, 223. 
“Plight from the Frane” (See also 


(GO apital Movements, Divers, 
Flight of Capital, Legislation), 
181; definition, 451; foreign 


credits a potential demand for 
ee 441; law of April 3, 1918, 


Flighi of Capital (See also Capital 
Movements, Crises, Securities), 

.. “flight from the franc,” 181, 
225; fluctuations of gold value 
securities, 228; impossible to con- 
trol, 229; panic (July, 1926), 
152; public hysteria a cause, 335; 
restrictions on, 225. 

Floating Credits (See also Short- 
term Credits), normal use and 
change in war-time, 27. 


‘Flow of Funds (See also Bank of 


France, Capital Movements), 261- 
64. 

(See Franc, 
Exchange Rates, Prices.) 


Foreign 


Fluctuation of Exchange Value of 


Franc, 48, 47, 48; attempt to de- 
flate, 23 0-35; attempts to con- 
trol, 340-44; comment of Paris 
midi, 360; day to day (December, 
1925), 357; extreme variations, 
229; favorable at entrance of 
Doumer, 360; “Fluctuations of 
Various Durations,” 338; hope of 
par abandoned, 231; importance 
of confidence, 335; prediction im- 
possible, 336; post-war, 333; 
short-time, 336, 337; Table, 
“Frances per Dollar on the Paris 
Bourse,” December, 1925, 357. 

Foreign Affairs (See also History, 
Polatics), 37, 71; reconstruction 
the cause of important events 
after the war, 2. 

Foreign Affairs Ministry, expendi- 
tures of, 393. 

Foreign ‘Commerce (See 
merce). 

Foreign Exchange Rates (See also 
Balance of Payments, Balance of 
Trade, Confidence, Credit, De- 
preciation, Franc Inconvertebiltty, 
Industrialists’ Proposal, Inflation, 
Note Circulation, Pegging, Poli- 
tics, Production, Psychological 
Factors, Speclulation), 346-387, 
455-480; affected by inconverti- 


Com- 


INDEX 


bility, 40, 41; attack on the 
franc (1923), 170; capital items, 
pressure on, 28, 9 “Close 
Harmony Between Exchange and 
Prices,” 286-90; commodity mar- 
ket affected by, 44, 45; conditions 
in Germany reflected in, 167; 
control of, 25, 229; difficulties 
(1915), 95, 96; dollar, 14, 80, 81; 
dominate prices (1922-26), 157, 
285, 286; factor in economic life, 
333; fall of franc (January, 1923), 
126, 129, 155, 157, 167; “Four As- 
pects of Exchange Problem,” 331- 
-34; freedom of, 115; influence of, 
178, 219, 285, 347; panic (1920), 
144; political influences reflected 
in, 26, 48; prophecy, 269, 331, 334, 
336; reaction to loan (1924), 175; 
relation of capital movements to, 
33; relation of tourist expendi- 
tures to, 31; rise in December, 
1925, 357, 360; rise of, 35, 36, 44, 
113, 120, 322-25; steadied, 197; 
Table, “Francs Per Dollar on 
Paris Bourse (1923-24),” 171; un- 
certainty due to Cartel, 180. 

Foreign . Investments (See also 
Austria, Capital Movements, Fi- 
nancial System, Roumania, Rus- 
sia, Turkey), 71, 72, 73, 414; con- 
trol of, 36, 344; difficult to obtain 
information on, 33; political .rea- 
sons for, 71-73; savings, 193. 

Foreign Loans (See Loans.) 

Foreign Money (See Unit of Ac- 
count). 

Foreign Policy (See also Political 
Changes), improved by political 
changes (1924), 178. 

Foreign Relations (See also Debt 


Agreement, _— Politics, United 
States), England and France, 
170. 


Foreign Securities (See also Bank 
of France, Capital Movements, 
Investments), assets in 1870, 55; 
called in by the government, 98; 
gold value, 187. 

Fourgeaud, André, 162, 190. 

France (See also Capital, Confidence, 
Currency, Deflation, Depreciation, 
Discount Rate, Fluctuation, For- 
eign Hachange Rates, Inconverti- 
bility, Inflation, Legislation, 
Pegging, Politics, Prices, Purchas- 
ing Power Parities, Recovery, 
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Stabilization), 1, 2, 15, 35, 36, 40, 
41, 44, 118, 120, 126, 129, 155, 157, 
167 and passim; attack on, 330, 
331; deflation and inflation not 
symmetrical, 423; exchange stand- 
ard, 123); external and internal 
values not harmonious, 277; 
forces controlling, 79; gold value 
of, 47; means of protection, 253; 
premium on, 122; significant turn- 
ing points, 381; stabilized, 301; 
variations, 168, 176, 178. 

Frangois-Marsal, By 931, 401. 

Francois-Marsal Convention (See 
also Bank of France, Deflation), 
137. 

Freight Charges (See also Balance 
of Trade), 28, 32. 

French Securities, Sale of, 129. 

French Service on Reparations, esti- 
mate of income absorbed by 
taxes, 62. 

Frequency Distribution of Price 
Relatives (See also Price Rela- 
tives), 303, 305, 307, 309. 

Furniss, Edgar S., 253. 


General Public (See also Public 
Opinion, Speculation), 338. 

“General Upward Trend of Prices,” 
276-82. 

Genoa, Conference of, 156. 

Germain-Martin, 54, 55, 57, 67, 69, 
70, 71, 73, 108, 117, 141, 210, 212, 
223, 229, 232, 234, 238, 241, 246, 
A450) PS akAle 

Germany "(See also Dawes Plan, 
Gold Value of Note Circulation, 
Renten Mark, Reparation Com- 
mission, Reparation Payments), 
416; alleged policy of repudiation, 
162; assassination of Rathenau, 
160; attitude of Great Britain, 6; 
capacity to pay reparations, 156: 
collapse of mark, 180; deprecia- 
tion of currency, i 2, 18, 162, 348; 
economic collapse, 160 . famine, 8, 
117; French reparation bill, 5, 6, 
1382; McKenna Committee, 227; 
military effort (1918), 98; na- 
tional wealth absorbed by taxes, 
12, 407; outflow of capital, 154; 
per capita tax, 61; reconstruction, 
7, 8; reparation payments to 
France, 133; rise in exchange, 
113; speculation, 38; stabilization, 


558 


407, 441; taxation, 12, 109, 407; 
Transfer Committee, 411; whole- 
sale prices (1914-28), 214. 

Gold (See also Balance of Pay- 
ments, Legislation, Prices, Specie), 


amount in circulation, 107; cur-— 


rency, 438; disappearance from 
circulation, 93; exports, 88; im- 
ports, 95; movement of, 95, 96; 
post-war movement, 32; premium 
policy, 84, 333; prices fali in 
France (1920-22), 146; private ex- 
port forbidden, 97; purchase by 
Bank of France, 227; use of, 367; 
value of means of payment, 300; 
value of note circulation, 47, 416, 
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Rentes, Securities), holders of, 
425; value of, 202, 242. 

Great Britain (See also Bank of 
England), attitude toward Ger- 
man reparations, 6; bank of, 208; 
budget of, 4; centralized banking 
mechanism, 208; correspondence 
of purchasing power parity to ex- 
change rate closer than in France, 
25; credits extended to France, 
19; currency problems, 1; de- 
preciation, 3438; foreign loans 
necessary, 441; impatient over 
French war indemnity, 117, 118; 
internal debt of, 4; part of na- 
tional wealth absorbed by taxes, 


487. 

Gold Payment (See also Fluctua- 
tion, Prices), 223, 224; relation to — 
price changes, 224. 

Gold Reserve (Bank of France) © 
(See also Bank of France, Ex- 
perts’ Report, Stabilization), 75 
76, 349, 4389; flow into France, 
439; post-war, 76; support of ex- | 
change value of franc, 194. 

Gold Standard (See also Bank of 
France, Divers, Experts’ Report, 
Stabilization), 414, 428, 438; aban- 
donment of, 90; normal, 331; sub- 
stitute for, 123. 

Government (See also Demand, 
Politics, Public Finance, War 
Cost), demand for commodities, 
ne 273: efforts, 174; enterprises, 


402; part of war cost met by tax- 
ation, 109; payments to, 399, 403; 
per capita tax, 61; post-war re- 
trenchment, 4; price changes, 269, 
270; return of currency to par, 
2; stabilization of currency, 407-8; 
technique of speculation, 332; 
treasury, 96; use of discount rate, 
208; war measures repealed, 114. 
Gregory, T. E., 21, 41, 42, 89. 


Haig, R. M., 372. 

Harris, Seymour, 110. 

Hawtrey, Re Gi 19 eeit45 1293 141, 
144, 215, 349, 365, 405. 

Herriot, Edouard (See also Capital 
Levy, Political Changes), 179, 235, 
416; crises (1926), 193, 335; diffi- 
culties of, 352; fall of, 241; resig- 
nation of, 182. 

History (See Politics), causes of 
post-war events, 2. 

House Rents, attempts to increase, 
224. 

Hungary, stabilization of currency, 
409. 


dele eas Expenditures (See also 
Budget, Budget Deficit, Deprecia- 
tion, Maturities, Public Finance), 
cause of depreciation, 1, 2; ex- 
travagance, 5; false hopes of de- 
crease, 11; post-war increase, 4, 
5, 7; Table, “Budget Deficit 
(1924),” 3879; Table, “Extra 
Budgetary,” 379. 

Government Finance (See also 
Budget, Public Finance), condi- 
tion of, 353. 

Government Needs (See _ also 
Budget), 381. 

Government Resources (See also 
Advances, Bank of France, Gold 
Reserve, Loans, Note Circulation, 
Public Finance, Taxation, Treas- 
ury), 369, 370. 

Government Securities (See also 
Bons de la défense, Loans, 


Ill Effects of a Rising Price Level, 
301-13. 

Immigrant Laborers, 429, 436; esti- 
mate of remittances, 28, 32. 

Imports (See also Commerce, Sta- 
bility, Prices), 74, 75, 99; depen- 
dence on (1919), 26, 74; excess 
of imports over exports, 29; 
government control of, 102, 103; 
imports increased, 126; necessity 
to reduce, 119; Table XXIII, 
“French Foreign Commerce” 
(1926-27), 298; Table XIX, 
“French Foreign Trade,” 283. 
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Income, Government (See also Pub- 
le Finance), from state domaine, 
58; from state monopolies, 58, 

59. 

Income, National (See Wealth). 

Incomes, nominal, 300; rising, 
273: 

Income Tax (See also Budget, Pub- 
lic Finance), 60, 64, 70; increase 
in 1919-22, 135; political maneu- 
vers, 373. 

Inconvertibility (See also Gold 
Standard, Legislation, Specie), 87- 
93; cause of uncertainty, 40; ces- 
sation of gold payment for notes, 
203; cours forcé, 203, 222; fiat 
money, 87; wartime measure ef- 
fect on france, 329. 

Indemnities (See also Finance Min- 
istry), 392. 

Indemnity of 1870, payments to 
Germany, 114. 

Index Number (See Price Indices, 
Production). 

Industrial Rehabilitation (See also 
Reconstruction), 8. 

Industrial Securities (See also In- 
vestments, Securities), 45, 

Industrial Subsidies, 85. 

Industrialists’ Proposal, 360 3 favor- 
able reaction of exchange rate, 
361, 363. 

Industries (See also Metal Indus- 
tries, Textile Interests, 434. 

Industry (See also Production), 
problems of stabilization, 423; re- 
covery of, 434; technical improve- 
ment, 201. 

Inflation (See also Advances, Bons 
de la défense, Circuit fermé, 
Confidence, Deflation, — Franc, 
Note Circulation, Public Finance, 
Reconstruction, Specie), 2, 37, 
42, 43, 92, 93, 107, 108; causes 
of, 7, 234, 349, 350, 351; com- 
mercial needs, 386; control, 43, 
341; cumulative, 46; defini- 
tions of, 90, 91; depreciation, 
19; factors influencing, 387; fear 
of effects of, 46, 117; government 
loans a substitute for, 242, 252, 
253; government program of, 189, 
192, 223; influence of rising price 
level on, 46; mechanism of, 107; 
motive for, 91; opposition to, 136; 
post-war expenditure a factor, 10; 


price level a measure of, 90; psy- | 
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chological influences, 406; relation 
to bons de la défense, 231, 234; 
relation to production, 111. 

Inheritance Tax, 448. 

Instability (See also Deflation, De- 
preciation, Experts’ Report, For- 
eign Exchange Rates, Inflation, 
Prices, Stabilization), brings its 
own cure, 405; general condition 
(1925), 183; indication of weak- 
ness of currency, 205; potential, 
41, 

Institut de statistique, 141. 

Insurance, 332. 

Interest (See also Debt, Discount 
Rate), as a cost, 221; burden of 
internal debt, 110; price levels in 
relation to rate of, 111; relation 
of money rates to exchange, 
34; yield on government loans, 


Internal Loans (See also Debt, 
Loans), yield on, 97. 

International Credit (See Credit). 

International Finance (See also Fi- 
nancial Policy, Investment Securi- 
tres), 154. 

International Relations (See also 
Foreign Relations, Politics), 129. 

International Situation (See also 
Confidence, England, Germany, 
Reparations), 4. 

International Trade (See 
merce). 

Invasion (See also Damage, Recon- 
struction), 105, 106; cost of in- 
vasion to French government, 5; 
loss of resources due to, 68; of 
Belgium, 84. 

Inventaire (See also Budget Deficit, 
Clémentel), 380. 


Com- 


Investment, aspect of exchange 
problem, 331; situation in France 
(1914), 55. 


Investments, Foreign, built up after 
war, 77; loss in, 445. 

Invisible Items (See also Balance of 
Payments, Commodity Trade), 
outweighed visible items, 27, 

Italy (See also Foreign Exchange), 
113; debt agreement with United 
States, 410; lenient debt settle- 
ment, 410; need of foreign loans, 
441; political dictatorship, 410; 
reconstruction problem, 8; restric- 
tive measures, 410; stabilization 
of currency, 409, 410, 
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Japan, borrowings from, 98; eco- 
nomic crisis, 1920, 143. 

Jenny, Frederic, 439. 

Jéze, Gaston, 95, 139, 188, 222, 223, 
224, 225. 

Journal de Genéve, 121. 

Journal des débats, 165, 166, 170, 
173, 179, 220, 221, 356, 383, 390, 
402, 430, 439. 

Journal officiel, 85, 117, 182, 189, 232, 
235, 240, 241, 258. 

Justice, Department of, expendi- 
tures, 392. 


Katzenellenbaum, S. S., 38, 268. 

Kemmerer, E. W., 411. 

Keynes, J. M., 19, 34, 89, 214, 227, 
270, 322, 334, 339, 387, 397, 438, 
439. 

Keynes’ Solution of French Budget 
Problem, 397, 398, 399, 400. 

Klotz, 114. 


Labor (See also Immigrant Labor- 
ers, Standard of Living, Wages), 
eight-hour day, 140. 

Lachapelle, Georges, 185. 

La cote officielle, 121, 177. 

La France économique et financiére, 
163. 

Lag of Prices (See also Foreign Ex- 
change Rates—“Close Harmony 
between Exchange and Prices,” 
Dispersion of Price Relatives, 
Prices), 288-90. 

Lagneau, J., 225. 

Laissez-faire (See also Bank of 
France, Government), 217, 424; 
good and ill effects of, 442. 

Lambert, Louis, 181. 

Land Purchases, 140. 

L’Annuaire statistique, 60, 68. 

Lasch, Georges, 224. 

Laurés, J., 33, 43, 173, 225, 226. 

Laws (See also Legislation), Aug- 
ust 5, 1914, 82, 85, 86, 122; 
April 3, 1918, 225; December 
31, 1920, 137, 178, 207; February 
12, 1924, 173; October 15, 1925, 
226, 240; December 3, 1925, 356, 
358; August 3 and 7, 1926, 196, 
257, 258, 429; December 19, 1926, 
225; measures of control, 341; 
moratoria on bank deposits and 
debts, 84; panic (1924) not halted 
by, 229; prohibiting capital ex- 
port, 221, 222; tax (1924), 174, 358. 
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Layton, W. T., and Rist, Charles, 
411. 

Lazard Fréres, of London (See also 
Foreign Loans), 175. 

League of Nations, 265, 290, 409. 

Lecerclé, Marcel and Allix, Edgar, 
33, 38. 

L’Echo de Paris, 360. 

L’Economiste frangars, 96, 171. 

Legal Payments (See also War of 
1870), 54. 

Legal Tender (See also Cours forcé, 
Gold, Inconvertibility), 222. 

Legislation (See also Bank of France, 
Capital Export, Chamber of Dep- 
uties, Credits, Crises, Laws, Note 
Circulation, Public Finance, War 

. Finance), 398; budget, 357, 358; 
convention of 1920, 137, 235; cours 
forcé, 203, 207; evasion of laws, 
226. 

Le Matin, 358, 360, 362. 

Le Pour et le contre, 10, 70, 76, 85, 
96, 117, 129, 146, 163, 166, 168, 173, 
212, 238, 257, 259, 347, 386, 394, 401, 
409, 416, 439. 

Le Temps, 232, 353, 416. 

L’ Europe nouvelle, 114, 115, 157, 236, 


240. 

Level of Stabilization (See also Sta- 
bilization), 301. 

Level of Wholesale and Retail 
Prices (See also Ill Effects of a 
Rising Price Level), 302-6. 


‘Lewinsohn, Richard, 322. 


Lewis, Cleona (See Moulton and 
Lewis). 

L’Homme libre, 358. 

Limping Standard, 438. 

L’Intransigeant, 360. 

Liquid Funds (See also Bons de la 
défense), 44. 

Liquidations (See Loans). 

Lira (See also Italy), depreciation 
of, 81; extreme variations, 169. 
Loans, Foreign (See also Balance of 
Payments, Bank of France, Com- 
merce, Credits, Debt, Great Brit- 
ain, United States, American 
loan replaced by bonds, 176; Brit- 
ish treasury, 96; Calais conference, 
98; demands of United States, 4; 
English loan paid, 176; floating’ 
eredits (1917-20), 102; Franco- 
British loan floated in United 
States, 96; Morgan loan, 34-36, 
174; necessity of, 95, 96; other 
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loans, 98; United States govern- 
ment, 101, 102; wartime borrow- 
ings, 254, 255. 

Loans, Internal (See also Bank 
of France, Bons de la défense, 
Budget, Caillaux, Consolidation, 
Debt, Deposits, Interest, Legis- 
lation, Maturities, Pegging, Public 
Finance, Treasury), amortissable 
3% per cent, 69; amounts received 
from, 97; Caillaux, 188; Crédit 
national, 185; inevitable, 446; 
liquidations, 423; long and short 
term, 84; policy of, 185; purpose, 
28; savings, 242; substitute for in- 
flation, 241-46; wartime changes, 
207; yield on, 97. 

Locarno Pact (See also Foreign Af- 
fairs), 179. 

Lockhart, Jacques, 225, 257. 

Low des finances de 1926, 391, 392, 
394. ; 

London, gold deposits by French 
people, 227. 

London Agreement (See also Repa- 
rations), 156. 

London Ultimatum (See also Repa- 
ration Problem), 154. 

Lorin, Jean, 350. 

Loucheur, Louis (See also Bank of 
France, Crises, Inflation, Note 
Circulation, Public Finance), 182, 
183, 358, 384; budget proposal, 
357; Finance Commission rejects 
budget, 859; opposition to, 357- 
59; proposals, 191, 357; resigned, 
359; statements, 386; Table, “Ex- 
penses in Excess of Estimates,” 
384, 385. 

Lowell, A. L., 12. 


Mackenna Committee (See also 
Dawes Report, Germany), 227. 

Management, 301. 

Manchester Guardian, 444. 

Manufacturing, changes due to de- 
preciation, 1. 

March, Lucien, 107, 146, 278, 281. 

Mark (See also Germany, Repara- 
tion Commission), collapse, 130, 
155, 171, 399, 444; depreciation of, 
80, 81; method of stabilizing, 389; 
redeemed in francs in recovered 
territory, 116. 

Market Price (See Prices). 

Marne, battle of the, 86, 93. 

Maroni, F., 158, 437. 
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Martin (See Germain-Martin). 

Maturities (See also Briand, Debt, 
Loans), 183; accumulation of 
(1925), 370; December 8, 1925, 
191; drain on treasury, 394; pay- 
ment of, 359, 381; relation to bons 
de la défense, 188; relation to 
debt increase, 190; Table, “Inter- 
nal Debt, 1925,” 184. 

Maximum (See Note Circulation). 

Means of Payment (See also Credit, 
Currency, Prices), gold value of, 
300; relation of price levels to, 
16-18; substitutes, 421. 

Measure of Agreement, 313-16. 

Measurement (See also Foreign Ex- 
change, Prices), depreciation in- 
creases difficulty of, 334. 

Mercantilism, 366. 

Metal Industries, 434. 

Mexico, war (1914), 71. 

Meynial, Pierre, 31, 73, 379. 

Michel, E., 63, 132, 134. 

Middle Classes, losses, 201. 

Mines, 63, 147. 

Ministry of Finance (See Finance 

Ministry). 

Miscellaneous Assets (See Bank of 

France, Divers). 

Monetary Changes (See also Depre- 
ciation), shift of wealth, 316. 

“Monetary Disturbances Moved 
Prices Together,” 313-16. 

Monetary Instability, 311; problem 
of, 343; shown in skewed curves, 
310. 

Monetary Policy (See also Mone- 
tary Theory), confidence the foun- 
Sas of, 365; relating to budget, 
374. 

Monetary Problem (See also Prices, 
Velocity of Circulation, Volume 
of Currency and Credit), efforts 
at deflation, 274; taxation pro- 
grams, 274; weakness in quantity 
theory as applied to French prob- 
lem, 273. 

Monetary Theory (See also Aftalion, 
Balance of Trade, Budget, Pur- 
chasing Power Parities, Quantity 
Theory of Money, Velocity of Cir- 
culation of Money), 14-38; analy- 
sis, 27; applied to budget making, 
374; depreciation not interpreted 
by, 16; new lines indicated in, 38; 
quantitative and qualitative fac- 
tors, 16; terminology, 38, 39, 40; 
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velocity of circulation defined, 


18. 

Monetary Unit (See also Monetary 
Theory, Value, moral and eco- 
nomic influences dominant, 20; 
relation to confidence, 41. 

Money (See also Discount Rate, 
Stabilization), disorganization of 
money market, 217; means of al- 
tering economic life, 204. 

Money Consciousness, of general 
public, 45. 

Money Value (See also Deflation, 
Depreciation, Germany, Great 
Britain, _ Inflatwon, _ Monetary, 
Theory, Pegging), 2; determinants 


of, 16; estimates of, 334; gold 
value of the franc, 267; influ- 
ence of discount rate, 110, 
111; purchasing power, 267 3 re- 
moved from politics, 442; rdle 
of, 203. 


Monopolies, hope of increased in- 
come from, 403; income derived 
from, 58. 

Monthly Labor Review, 24. 

Moratoria (See also Crises, Repara- 
tion Problem), 154; bank deposits 
and debts, 84; payments, 223: 

Morgan and Company, Paris, 64, 
147, 218, 392, 403. 

“Morgan Loan” (See also Crises 
1924), Loans—Foreign, Povncaré, 
34, 35, 36, 174, 175, 416. 

Morocco, burden of war in, 182; end 
of war in, 416; estimate of def- 
icit, 385. 

Moulton, jal, (Gy 
budget, 379, 380. 

Moulton, H. 'G. and Cleona Lewis, 
58, 61, 72, 73, 135, 248, 248, 255, 
346, 370, 376, 378. 

Mourré, Baron, 144, 

Movement of Capital (See Cagtal 
Movements). 


study of French 


National Income, 61; percentage ab- 
sorbed by taxes, 62. 

National Industrial Conference 
Board, 61, 62, 64, 82; estimate 
of French taxes, pre-war, 62. 

Need of Funds, government, 203. 

Netherlands, stabilization at par, 
408. 

New Republic, The, 438. 

New York ee deposits built up by 
French, 
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New York City Bank, maturing 
bonds, 95. 

New York Herald (Paris), 354, 359. 

New York Herald Tribunte, 416. 

New York Times, 33, 120, 121, 180, 

- 297, 354, 400, 410. 

Nogaro, Betrand, 38, 40, 246, 268. 

Normal Curve (See also Dusper- 
sion), 306, 310, 311, 312. 

Norway, Stabilization of Currency, 
408. 

Note Circulation (See also Bank of 
France, Bons de la défense, Con- 
fidence, Credits, Deflation, In- 
flation, Legislation, Public Opin- 
ton, Speculation), 258, 438, 481. 
86; amount of (August, 1926-27), 
258; bons caused increase, 239; 
control of exchange related to, 
342; decline in, 138, 418; focus of 
public opinion, 335; foreign cred- 
its the basis of i increase, 257; gov- 
erment motive for increasing, 92; 
increased, 189, 190, 239; legal lim: 
its, 238, 440 ; opposition "to increase 
in, 46; relation to budget deficit, 
383; relation to confidence, 41; 
relation to inflation, 90; return - 
from loans lessened inflation, 242; 
stability of, 220, 261; Table, 
“Credit. and the Note Circula- 
tion,” 350; Table, “Legal Limits of 
Note Circulation and Advances 
to the Treasury by the Bank of 
France,” 232, 


Olivier, Maurice, 306. 
Optimism, 444. 
Oualid, William, 113. 


Painlevé (See also Political Changes, 
Politics, Public Finance), 179, 182, 
183; comment of Paris Herald, 
355; forced consolidation of treas- 
ury bonds, 355; industrial activity 
355 ; succeeded Caillaux, 355. 

Pallain, Georges, 95. 

Panic (See also Crises, Penumbra 
Theory, Public Opinion), political 
influences, 43; reaction on retailers 
oud consumers, 287, 288, 376, 377, 
378 


Par (See also Gold Standard, Poin- 
caré, Recovery, Stabilization), 344- 
49; ‘attempt to substitute new par 
for old, 89; choice of new, 345; 


ye to former par impossible, 
422 
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Paris Clearing House (See Bank 
Clearings, Clearing House). 

Paris Market, foreign investment 
7Al 


Paris Midi, 360. 

Parliament (See also Chamber of 
Deputies), conflict, 357. 

Payments on External Debt (See 
also Debt, United States), Eng- 
land, 399, 403; total, exclusive of 
payments to United States, 394. 

Peace Conference (See also Wilson 
—President, United States), 115, 
119; Treaty of Versailles, 117, 129, 
154. 


Peace Treaty, 117, 129. 

Peasants, buying attitude, 133, 141, 
401. 

Peel, Hon. George, 69, 182, 380. 

Pegging (See also Bank of France, 
Confidence, Crises, Foreign Ex- 
change Rates, Stability, Stabiliza- 


tion, Treasury), 9, 14, 28, 36, 84, | 


103, 105, 116, 123, 196, 253, 257, 
258, 420, 421, 429; amount needed 
to stabilize exchange, 1926-27, 
341; Bank of France, 420, 421; 
British credits, 99; cost to govern- 
ment of, 406, 423; definition of, 
340; effect of cessation of, 256; 
government, 388; in Germany, 
411; limited success of, 257; 
means to stability of franc, 
254, 256; post-war adjustments, 
324; protection of exchange rate, 
261, 327; results of, 149; support 
of private bankers brought by, 
328; technical aspects of, 260; 
United States aid, 255; un- 
pegged, 119; value of increased 
margins, 259, 261. 

Pensions (See also Government Ex- 
penditures), 5. 

Penumbra Theory (See also Panic), 
Professor Taussig, 47, 48. 

Per Capita Income (See also France, 
Germany, Great Britain, United 
States), 61. 

Per Capita Tax (See also Tazation), 
61 


Péret, Raoul, 193. 

Permanent Level of Value (See also 
Foreign Exchange Rates), 340. 

Pessimism, 170. 

Pigou, A. C., 90, 91. 

Plafond unique (See also Bons de 
la défense), 194; appreciation of, 
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248; Caillaux.in favor of, 246; 
public attitude, 247; theory of, 
245-49, 

Poincaré, Raymond (See also Par, 
Political Events, Politics, Public 
Finance, Reparation Commission), 
36, 48, 156, 201, 388, 399, 400, 419, 
437, 438, 439, 441; confidence in, 
48, 196, 257, 345; crisis of 1926, 
48, 191, 201; criticism of, 180; ef- 
fect on foreign exchange, 257 5 
laws sponsored by, 257, 258 ; 
powers granted to, 258; recog- 
nized strength, 420; transfer of 
Morgan funds to treasury, 416; 
uncompromising attitude, 418. 

Poland, stabilization of currency, 
409 


Policy (See Financial, Foreign, Po- 
litical, Reparation). 

Policy, Business, 301. 

Polier, Léon, 120. 

Political Changes (See also Blum, 
Briand, Caillaux, Cartel, Doumer, 
Herriot, Painlevé, Péret, Poin- 
caré), improved foreign policy, 
178; shifts in leadership, 179, 352. 

Political Dictatorship (See Crisis, 
(1925), Italy). 

Political Events (See also Crises, 
Political Changes), control shifts 
to left groups, 179; crises, exter- 
nal and internal, 1922-27, 194, 198 ; 
fall of Herriot, 241; Herriot re- 
called to power, 194; Poincaré 
(July 27, 1926), 195; response to 
economic factors, 450; sensitivity 
of frane to, 157; treasury manipu- 
lations, effect of, 237. 

Political System of France, 112 IIR 3s 
political procedure, 57. 

Political Unity (See also Bloc, 
National, Cartel, Poincaré, Po- 
litical Events, Political Struggles), 


406. 

Politics (See also Bloe National, 
Briand, Budget, Caillauz, Cartel, 
Chamber of Deputies, Crises, For- 
eign Exchange, Political Changes, 
Public Finance, Reparations, So- 
cialists, Stabilization, Taxation, 
Treasury), 12, 179; business turn- 
over tax, 372; cause of economic 
disturbances, 44, 45, 178, 179, 192, 
447; confusion in Parliament, 357 ; 
constitution of 1875, 12; crisis 
(1926), 195; de Monzie, 182, 194; 
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financial policy, 12, 330, 345; in- 
fluence of bankers on, 354: influ- 
ence of new personality on, 341; 
internal struggles, 9, 12, 13; money 
removed from, 44; political sys- 
tem, 12, 13; reflects in exchange 
values, 363; reparation policy, 6, 
7, 180; 330% ‘taxation struggles, 199, 
201, 372, 373, 376, 377; unstable, 


Bae Telegraph and Telephone, es- 
timate of deficit, 385. 

Post-War Problems, 
causes, 110. 

Pound Sterling (See also Amster- 
dam, Great Britain), fluctuations 
in value, 80. 

Prediction, 332; measurement of ex- 
change fluctuation, 339. 

“Prediction Became Impossible,” 
334-40. 

Premium on France, 34, 94, 95. 

Price Control, 85, 104, 105, 106, 349. 

Price Indices, Wholesale and Retail 
(See also Price Relatives, Prices, 
Purchasing Power Parities, 99, 
100, 104, 107; base of French, 
304 : basis for par, 23; con- 
stituents of, 311, 312; rise of 
wholesale index (1914-19), 206; 
study of (Oliver), 304; table 
(1914-19), 100; use of retail ver- 
sus wholesale, 23, 24; wholesale 
and retail (1926), 197; wholesale 
index, 315. 

Price Relatives (See also Price In- 
dices), frequency distribution, 303, 
304; skewed curves, 310; sym- 
metry of, 310; table, “Price Rela- 
tives Classified by Direction of 
Movement,” 314. 

Prices (See also Crises, Cyclical 
Price Movement, Demand, De- 
preciation, Exports, Foreign Ex- 
change Rates, Imports, Income, 
Inflation, Production, Profits, Pur- 
chasing Power Parities, Quantity 
Theory of Money, “Relation of 
Prices and Commerce,’ Specula- 
tion, Stability, Commerce and 
Prices, Summary of Price Changes, 
Wages), 510-27; adjustments of, 
271; affected by psychological 
factors, 42; changes, 21, 265-68; 
318; collapse 145-47, (1920), 148; 
credits, effect on, 17, 18, 88; 
cyclical movement, 278-282; de- 


contributing 
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cline, 296; deflation, 138; discount 
rate related to price level, Has 
dominated by exchange nove- 
ments, 157; effect of commerce, 
123; effect of government inter- 
ference on, 278; effect of incon- 
vertibility on, 88; effect of weak- 
ness of government on, 19; equa- 
tion of exchange, 17; export and 
import, 438; fluctuation of, 28, 45, 
265-321, 397; food, 146; gold 
value of, 146, 437; ‘international, 
138, 145; in ‘United States, 144; 
lag in, 105, 424; maladjust- 
ment, 142; movement of index 
number, 276 ; net changes one 
hundred years, 269, 270; post-war 
movements, 44; quantity theory, 
16-20, 273, 274; relation to budget 
deficits, 387; relation to commod- 
ities, 58: relation to exchange 
rates, 18, "25, 89, 269, 310; relation 
to means of payment, 16; relation 
to velocity of circulation, 18; re- 
sults of changes in, 270, ‘O71: re- 
tail, 99, 302, 391; rise of, 139, 140, 
141, 148, 268, 272, 278, 279; Table, 
“Wholesale Indices,” 145; war- 
time, 277; wholesale, 99, 125, 178, 
291, 389, 418. 

Private Credits (See also Credit), 
102, 103, 340. 

Private Finance, not favorable to 
long war, 66. 

Private Financiers (See also Specu- 
lation), influence on demand and 
supply of foreign credit, 328. 

Production (See also Bank Clear- 
ings, Dessirier Index, Industry, 
Recovery, Steel, Textiles), 502-5; 
as aspect of exchange problem, 
331; car loadings, 147, 434; 
changes due to depreciation, 1; 
conservatism, 75; decline (1920- 
21), 147; domination by large cor- 
porations, 1; expansion forecast, 
139; factor in stabilization, 441; 
index (1926), 197; maintained 
during war, 104; means of stimu- 
lation of, 217; not entirely dis- 
rupted by financial disorganiza- 
tion, 323; political obstacles to, 
66; Table, “Index of Production,” 
432; Table, “Index of Production 
(1921-23),” 285; use of inflation, 
111; volume of, 130, 169, 170, 285, 
430; war limitations, 104. 
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Professional Dealers in Exchange, 
Son 

Profiteers, 278, 301. 

Profits, 4386; post-war margins of, 


301. 

Provisional Credits (See also 
Budget, Credits), 384. 
Provisional Grants (See also 
Budget), 57. 

Psychological Factors (See also 
Bons de la défense, Confidence, 


Experts’ Report, Public Opinion, 
Speculation), 13, 18; affecting de- 
flation, 138; affecting foreign ex- 
change, 37, 39, 122, 139; affecting 
speculation, 42, 43, 128; affecting 
stability, 406; casual remarks of 
officials, 344; effect of advance in 
discount rate, 173; effect of for- 
eign opinion, 158; effect of lack 
of confidence, 215; effect of pres- 
sure of speculation, 166; news- 
papers, 344. 

“Psychological Theory of Short Run 
Value of Depreciated Money,” 
Dole 

Public Finance (See also Advances 
of the Bank of France, Budget, 
Confidence, Financial Policy, Leg- 
islation, Loans, Political Changes, 
Politics, Reconstruction, Specula- 
tion, Stabilization, Treasury), 494- 
98; abnormal expenditures and 
disordered income, 342; collapse 
of currency averted, 201; confi- 
dence in Poincaré, 345; conven- 
tion of 1920, 170; difficulties, 148, 
149, 183; emergency program, 0, 
371; franc stabilized, 301; loans, 
unwise policy of, 149; mechanism 
of, 231, 236, 237, 349; opposition 
to Loucheur bill, 359; par for 
franc, 344; phases of the fight 
against depreciation, 264; plafond 
unique, 194, 246; policy, 442; poli- 
tical and economic questions, 345; 
politics, 193-95; politics, influence 
on, 12; powers granted Poincaré, 
258; reconstruction burdens, 13, 
14; relation to exchange problem, 
331; relation to note circulation, 
342; relation to private credits, 
340; speculation, 15, 43, 196; sta- 
bilization, 387; tax program, 349; 
weakness, 149. 

Public Opinion (See also Confi- 
dence, Depreciation, Germany, 
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Great Britain, Optimism, Pessi- 
mism), 136; budget affected by, 
325, 374, 375; change in trend of, 
166; education of, 369; factor in 
control of exchange rates, 344; 
factor in refusal to subscribe to 
government loans, 370; governed 
by different forces at different 
times, 335, 340, 341, 351, 352, 362, 
363; misunderstandings between 
France, Germany, and Great Brit- 
ain, 162; on artificial restraint of 
capital movement, 229; pessi- 
mism, effect of, 43, 170; sensitive 
to conduct of public finance, 363; 
shock to, 3738, 378; unfavorable, 


45. 

Public Works Ministry, expendi- 
tures of, 393. 

Purchasing Power Parities (See also 
Cassel, Gregory, Price Indices, 
Keynes, Monetary Theory, Price 
Relatives), 22, 129, 527; analysis, 
20-27; application of, 449; dis- 
crepancies in application, 21, 24; 
objections to, 24, 25, 26; Tables 


Purchasing Power of Franc, Exter- 
nal (See also Commerce, Foreign 
Exchange), external depreciation, 
1, 78, 79; uncertain, 44. 

Purchasing Power of Franc, Inter- 
nal (See also Inflation, Keynes, 
Note Circulation, Prices, Purchas- 
ing Power Parties), fall of, 1; 
price level, 450; real loss, 140. 


Quantity of Money (See also Crises, 
Currency, Note Circulation, 
“Quantity of Money and Prices,” 
Quantity Theory), merease of, 79; 
pre-war control, 206. 

“Quantity of Money and Prices,” 
290-95. 

Quantity Theory of Money (See 
also Aftalion, Bons de la défense, 
Capital, Cassel, Confidence, De- 
flation, Depreciation, Franc, Infla- 
tion, Keynes, Note Circulation, 
Prices, Purchasing Power Parities, 
Speculation, Velocity), 16-20, 42, 
973, 274, 290-95, 318, 342, 449, 452; 
bons de la défense, 140; budget, 
342, 344, 371, 387; circuit ferme, 
261-64; confidence, 40, 41; control, 
340; convention (1920), 162, 170, 
220; debt, 2, 382; deflation 230-35 ; 
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depreciation, 1, 2, 7, 12, 19, 26, 205; 
depression, 147; discount rate, 
208-18, 221; equilibrium, 25, 26, 
123; note circulation, 46, 79, 92, 
138, 220, 261, 335; plafond unique, 
194, 245-49; production, 111; re- 
lationship, 82; speculation, 15, 43, 
196; velocity, 18, 273, 416. 
Quarterly Journal of Economics, 47. 


Railroad Securities, 506. 

Rathenau, Assassination of (See 
also Germany), 160. 

Ratio of Gold to Sight Liabilities, 
438. 

Rations, of coal, sugar, gasoline, 
etc., 85. 

Raw Materials, Imported and Do- 
mestic (See Prices). 

Receipts (See also Budget), 384. 

Reconstruction (See also Crédit na- 
tional, Damages, Germany, Re- 
covery, Reparations, War Losses), 
4, 356; changes in tax system, 
110; cost of, 5, 7, 109; extrava- 
gance, 5, 446; industrial, 8; infla- 
tion, relation to, 92; political 
complications, 9; prices, influence 
on, 142, 279; problem of Belgium, 
8; problem of Germany, 8; re- 
building of devastated regions, 8, 
148; recovery rapid, 133; refugees, 
133; rehabilitation of industrial 
regions, 7, 8; total spent (Septem- 
ber 30, 1924), 5, 182; transporta- 
tion, 133; United States policy of 
withdrawal, 120; wartime easy 
spending, 110. 

Recovery, Economic, 148, 365, 445. 

Recovery of the Franc (See also 
Currency, Economic Conditions, 
Franc, Industry, Par, Stabiliza- 
tion), 66, 127, 128, 423, 444. 

Redistribution (See Wealth). 

Reference Service on International 
Affairs, 182, 232, 352, 430. 

Refugees (See also Reconstruction), 
133. 

Registration Tax, 58, 397. 

“Relation of Prices and Commerce,” 
282-85. 

Relief, unemployment, 430. 

Renten Mark (See Germany, Unit 
of Account). 

Rentes (See also Debt), 98, 505. 

Rentes, Three Per Cent Amortts- 
sables (See also Budget), budget 
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items to cover, 380, 381, 399; de- 
preciation of, 412; government 
credit reflected in quotations of, 


44, 

Rentier Class (See also Chamber of 
Deputies), losses of, 414, 442. 

Reparation Commission, 156; influ- 
ence of decisions of, 159; progress 
in discussions, 166; proposed loan 
abandoned, 156. 

Reparation Payments (See also 
Budget, Germany, Public Fi- 
nance), 114; Dawes Plan, 167; 
possibilities exaggerated, 114, 198; 
reliance on, 166; Ruhr occupa- 
tion, 163-65. 

Reparation Policy (French), 7, 176. 

Reparation Problem (See also Lon- 
don Ultimatum, Moratoria, Ruhr, 
Versailles—Treaty of Peace, 154, 
155, 156. 

Reparations (See also Bankers Com- 
mittee, Belgium, Budget, Cannes, 
Confidence, Debt, Genoa, Ger- 
many, Great Britain, Italy, Poli- 
tics, Reparation Payments—Dawes 
Plan), adjustments, 156; anticipa- 
tion of increase of, 140; attitude 
of France, 7, 155; attitude of 
Great Britain, 6; attitude of 
United States, 6, 7; demands, 132; 
Experts’ Committee, 170; French 
policy, 18, 14, 155; French share 
of, 8; Germany’s failure to pay, 
11; historical view of, 446; Lon- 
don agreement, 156; London ulti- 
matum, 154; payments, 5, 6, 7, 
114, 133, 155; psychological effect 
of, 330; quantitative problem, 8; 
rapproachement with England, 
167; relation to the franc, 154; 
struggle, 152. 

Repayment of Advances to Bank of 
France (See Advances, Bank of 
France, Deflation). 

Replacement Value (See also War 
Losses), 131-32. 

Repudiation of Debt (See also 
Debt), fear of, 181; suggested 
(1925) but not accepted, 189; © 
threat from burden of internal 
debt, 9, 172. 

Reserves (See Bank of France, 
Banking). 

Resources (See also Budget, Eco- 
nomic Conditions) , 1870-73, 55; 
pre-war (1913), 59; war loss, 63. 
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Restitution (See also Reconstruc- 
tion, War Losses), forms of, 132. 
Results of Depreciation of Franc 

(See also Depreciation), 2. 

Revalorization (See Experts’ Re- 
port). 

Revaluation of Frane (See also Pars 
Recovery), 66. 

Revenue (See also Budget), from 
taxation (1913), 60; increases in, 
135; wartime, 109. 

Revue d’Economic Politique, 31, 35, 
126, 171, 175, 176, 201, 239. 

Revue de Science et de la Législa- 
tion Financiéres, 36, 194, 258, 356, 
418. 

Ribot, A., 63, 70, 76, 94, 203. 

Ricardo, David, 265. 

Rio Tinto, 363, 

Riots, July, 1926, 194. 

Rise of the Exchange (See also 
Foreign Exchange), (1919), 120, 
323-68. 

Rise of the Franc (See Foreign Ex- 
change Rates). 

Rising Price Level (See also Prices), 
427. 

Risk See also Money, Profits), in 
holding money, 221. 

Rist, Charles, 93, 123, 128, 130, 137, 
141, 142, 163, 211, 220, 230, 2327 
239, 242, 244, 279, 299, 342) 411, 
446. 

Robineau (See Bank of France, 
Treasury), 235. 

Rosenthal, Narcisse, 129, 211. 

Roumania, investments in, 72. 

Ruhr, Military Occupation of, (See 
also Reparation Payments—Dawes 
Report, Reparation Problem), 154, 
163-65; aims of, 164; foreign ap- 
prehension as to results, 165; fore- 
runner to Dawes Plan, 155; France 
and Belgian insistent on, 155. 

Russia, cumulative decline of 
money, 19, 160; currency, 38; in- 
vestments in, 72; stabilization of 
currency, 409. 


Salter, Sir Arthur, 92. 

Savings, 435, 500; increase, 437; 
small margin, 65. 

Say, Léon, 55. 

Schacht, Hjalmar, 109. 

Schumpeter, Joseph, 90, 420. 

Seasonal Variations (See also Afta- 
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lion, Commodity Trade, Keynes, 
Prices), 339. 

Sectionalism in France, 64. 

Securities (See also Bank of France 
Shares, Capital Movements, De- 
preciation, Rente, Speculation, 
Suez Canal Shares, Thomson- 
Houston), 364, 505-9; deprecia- 
tion of, 412; gold value, 363 ; 
government, 451; values, 435. 

Seligman, E. R. A., 61, 62. 

Sénat (See also Chambre des depu- 
tés, Politics), 382, 383, 390, 402. 
Service d’Etudes de la Banque de 

France, 269. 
“Severe Depreciation Suggests 
Modification of Theories,” 325- 


31, 

Shift of Power from Middle Class 
to Industrial Leaders (See also 
Social Results of Depreciation), 1. 

Shoes, severe depression (1927-28), 
300. 

Short Selling of Francs, 175, 338. 

Short-Time Fluctuation, 337. 

Shrinkage (See Securities—Govern- 
ment). 

Sight Liabilities (See Banking, De- 
posits), ratio of gold to, 438. 

Silver (See Currency, Specie). 

Simondet, H., 322. 

Skewness (See also Price Relatives), 
310. 

Socialists (See also Politics), cap- 
ital levy, 872; effect on franc, 
361; party conference at Nice 
(October, 1926), 354; political 
force, 420; taxation policy of, 199. 

Social Results of Depreciation of 
Franc (See also Banking, Credit, 
Clearing House, Paris, Distribu- 
tion of Wealth, change in attitude 
toward future, 51; decline in hab- 
its of saving, 48; economic and 
cultural changes, 50-51; element 
of gambling, 329; necessity of 
government control, 340; shift of 
wealth, 48; too soon to appraise, 
51. 

Société générale, 69. 

Spain, Stabilization of Currency, 
408 


Specie (See also Capital Move- 
ments, Inconvertibility, Inflation), 
as governing money value, 87; 
exports, 332; gold purchases, 227; 
in 1914, 75; suspension of pay- 
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ment, 203; United States embargo 
on gold exports, 102. 

Speculation (See also Confidence, 
Depreciation, Foreign Exchange, 
Gold Standard, Inflation, Pegging, 


Stability), analysis, 37, 38; at- 
tempts to control, 42, 43, 196, 256; 
causes, 7, 9, 11, 14, 149; com- 


modity markets affected by, 44; 
dangers of, 46, 48-51; definition, 
39, 451; drift from the franc, 330; 
drive against the franc, 34, 359; 
effect of gold reserves, 76, 329; 
effect on government securities, 
45; factors in, 334, 335, 339; fall- 
ing off, 434; influence on foreign 
exchange, 27, 28, 48, 322-28; New 
York Exchange bear movement, 
359; post-war dangers, 45; public, 
46, 338; relation to capital, 23 
relation to inflation, 27, 42; rela- 
tion to gold standard, 40, 41; re- 
sults, 41, 42, 48, 48; theories, 
449, 

Speculators, general public, 338-39; 
miscalculations and losses, 172; 
professional, 332. 

Spending Habits, 300. 

Stability (See also Bank of France, 
Discount Rate, Pegging, Poin- 
caré), 269, 324; based on pegging, 
149; confidence a factor, 103-5; 
delay in legalizing, 231; fight 
against rise of franc, 489; measure- 
ment of, 331; on New York mar- 
ket, 329; permanent level of, 340. 

Stability, Commerce and Prices, 
297-99. 

Stabilization (See also Bank of 
France, Budget, Commerce, Crises, 
Debt, Discount, Experts’ Report, 
Foreign Exchange Rates, Par, 
Pegging, Poincaré, Production, 
Public Finance, Public Opinion), 
budget favorable to, 441; crises 
of 1926, 414-21; de facto, 411, 424 ; 
delayed by bons, 413; depression 
following, 429, 430; discussion of 
French, 301, 405-7; French prob- 
lem of, 412-14; in other coun- 
tries, 407-12; legal, 406, 409; 
measures, 418-19; money removed 
from politics, 442; new par, 344, 
349; of 1928, 437; premature in 
certain countries, 407; theories, 
349; three periods, 428; three 
ways to, 421-25. 
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“Stabilization Calls for Choice of 
New Par,” 344-49. 

Stages of Depreciation (See also 
Depreciation), 124. 

Stamp, J. C., 62. 

Standard of Living (See also Cost 
of Living), 436, 448. 

Statements (Bank of France), 93; 
cause of resignation of Herriot 
ministry, 182. 

Statistique mensuelle du commerce 
extérieur de la France, 201. 

Steel Industry (See also Stability, 
Commerce and Prices), 63; pro- 
duction, 147. 

Suez Canal Shares, 364, 507. 

Sugar Refineries, 63. 

Suspension of Specie Payment (See 
also Bank of France), 84. 

Sweden, stabilization of currency, 
408. 

Swedish Match (See also Monopo- 
lies), match monopoly _ sale, 
403. 

Swiss Francs, 323. 

Switzerland, borrowings from, 98; 
gold deposits by French (1926), 
227; stabilization of currency, 
408. 

Symmetry of Price Relatives (See 
Price Relatives). 

Syria, 182, 285. 


Taussig, F. W., 24, 25, 47, 80, 81, 
253 


Taxation (See also Budget, Busi- 
ness Turnover Tax, Confidence, 
Double décime, Income Tax, Poli- 
tics, Registration Tax, United 
States), acceptance of new (1925), 
382; changes in system of, 110; 
collection, 419; criticism, 116, 336; 
escape from, 386; income, 58, 60, 
64, 70, 110, 185; increase in, 109, 
173; indirect, 55, 58, 59, 60, 397; 
inheritance tax, 448; method of, 
54, 55; national income in rela- 
tion to, 62; nuisances taxes, 57; 
payments, 151; per capita, 61, 62; 
politics, relation to, 185, 274; pre- 
payments, 188; problem, 368; 
purposes of, 108, 109, 403, 419: re- 


ceipts, 884; Table, “Tax Re- 
ceipts,” 135; Table, “Distribution 
of Taxes,” 402; total revenue 


from (1913), 60; unequal incidence 
of, 445. 
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Technical and Financial Measures 
for Control (See also Chapter 
VI), 341, 446. 

“Technical” Market Situation (See 
also Crises, Foreign Exchange 
TIGteS) LOL 2231 ZO ooO)s 
cause of distrust of exchange, 15; 
(1924) improved, 176. 

Technical Problems (See also Bank 
of France), 197. 

Terminology (See Monetary The- 
ory). 

Territories, Gain in, 445. 

Textile Interests (See also Stability, 
Commerce and Prices), 434; Lille, 
Roubaix, Rheims, 63. 

Thomson-Houston, depreciation of 
shares, 412. 

Three and One Half Per Cent Loan 
(See also Loans), 69. 

Time Relationships in 1926 (See 


also “Quantity of Money and 
Prices”), 296, 297. 
Tourists (See also Balance of 
Trade), demand for money to 


return to United States, 95; esti- 
mates of expenditures, 31, 32; 
importance of, 75; income from, 
29, 31, 75. 

Trade, International (See 
merce). 

Transfer Committee (See also Ger- 
many, Reparations Payments— 
Dawes Report), 411. 

Transportation, Cost of, 332. 

Treasury (See also Budget, Debt, 
Experts’ Report, Legislation, War 
Finance), 60, 427; borrowings 
from private banks, 235; danger 
of default, 235; deficit, 382; de- 
flationary program, 238; import- 
ance to banking, 69; political re- 
action, 287; protection against 
rising "exchange, 393, 394; repay- 
ments to Bank of France, 237; 
strain on, 116, 382; Table, “Ad- 
vances of Bank of France, ds 238 ; 
transfer of Morgan funds to, 
416. 

Treasury Bills (See also Bons de la 
défense, Debt, Experts’ feport), 
98; sold abroad, 95. 

Treasury Bonds (See also Debt), 
fear of repudiation, 356; forced 
consolidation of, 355; maturities 
paid, 358, 359. 

Turkey, investment in, 72. 


Com- 
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Underemployment, 430. 

Unemployment, 430, 431, 503. 

United States (See also Belgium, 
Caillaux, Debt Agreement, France, 
Italy, Reparations), 92, 95, 96, 98, 
102, 118, 120, 122, 140, 145, 146, 
169, 178, 255, 283, 350, 407, 414; 
aid to France, 98; attitude toward 
French debt, 4, 6, 440; credits, 
101, 119; debt agreements, 410; 
debt to, 96, 181; delegates to 
Peace Conference, 117; effect of 
policy on reparations and recon- 
struction, 7; embargo on gold ex- 
ports, 102; Federal Reserve 
Board, 148, 144; French attitude 
to debt proposal, 426; inflation in, 
350; over-estimation of Europe’s 
purchasing power, 279; part of 
national wealth absorbed by taxes, 


402; per capita tax, 61; prices 
(1920), 144; stabilization of cur- 
rency, 408; tax problem, 368; 


wartime support of, 329; with- 
drawal from European affairs, 6, 
He, UO) 

Unit of Account (See also Cur- 
rency, Franc, Money), German 
Renten Mark, 422; use of foreign 
money as, 422. 


Value (See also Demand, Deprecia- 
tion, Franc, Prices), 422. 

Value of Monetary Unit, specula- 
tion the dominating factor, 37, 38. 

Velocity of Circulation of Money 
(See also Depreciation, Note Cir- 
culation, Prices, Quantity Theory 
of Money), 19, 273; effect of 
severe depreciation on, 18, 416; 
influence on post-war ‘price levels, 
273: 

Versailles (See also Peace Confer- 
ence), legislature at, 419; treaty 
of peace, 154. 

Volume of Currency and Credit 
(See also Deflation, Monetary 
Problem, Quantity of Money), 
changes in, 278. 


Wages (See also Cost of Living, 
Standard of LInving), 300; high, 
436; influence on price, 423; 
Table, “Index of Wages,” 432; up- 
ward trend, 430. 

Wall Street (See United 
States), 440. 


also 
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War, “guilt,” 67. 

War Conditions (See also Depre- 
ciation, Invasion), 82. 

War Cost (See also Taxation), 2, 
77; comparison of cost to France, 
Germany, Great Britain, 109; 
financial payment begins, 151; 
human elements in, 151; part met 
by taxation, 109. 

War Depreciation (See also Depre- 
ciation), causes of (1914-15), 268; 
characteristics of, 84; early years, 


80. 

War Expenditures (See also War 
Cost), 94, 108. 

War Finance (See also Bons de la 
défense, Budget, Debt, Deprecia- 
tion, Inflation, Loans, Pegging, 
Ribot, Taxation, Treasury, War 
Cost), control, 111; codperation 
of Great Britain, 96; expedients 
of, 111; history of, 446; methods 
of, 236. 

War Indemnity (See also Repara- 
tions), 118. 

War Losses (See also Debt, Recon- 
struction, War Cost), converted 
into new forms of debt, 150; re- 
placement value, 130-32; restitu- 
tion, forms of, 132. 

War Measures (See also Legisla- 
tion), economic, 86; financial, 86; 
repeal of, 114. 

War of 1870 (See also Debt), bor- 
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rowing, 55; debt (1913), 64; repa- 
rations payments, 54; resources, 
ifs), 

War Price Situation (See also 
March—Lucien), study of, 278, 
“Wartime Price Increases Not Sur- 

prising,” 268-76. 

Washington (See also United 
States), debt negotiations, 183. 

Wealth, National (See also Béren- 
ger, Chéron, France, Germany, 
Great Britain, United States), 
budget charge upon, 401; income 
per capita, 61; redistribution of, 
316, 445; Table, part of, absorbed 
by taxes, 402. 

“Week to Week Changes in Prices 
and Exchange Rates” (See also 
Time Relationships in 1926), sig- 
nificant curves, 1926, 296-97. 

Wholesale Index (See also Price 
Indices, Prices), net movement of, 
315; rise of, 285. 

Wilson, President, 117. 

Wolff, Robert, 210. 

Workers, Self-Sufficiency of, 437. 

World Prices (See Prices). 


Yield on Government Loans (See 
also Interest), 111; higher than 
discount rate, 212. 

Young, Allyn A., 37, 266, 310, 313. 

Young, John Parke, 154, 411. 
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